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THE RT. HON. LORD BALFOUR OF BURLEIGH, D.L. 
who has been appointed a Joint Deputy-Chairman of Lloyds Bank. 
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Phe reproduction shows Greek currency notes for five million drachme 

one milhon drachmee respectively. In the monetary reconstruction 
November last, 10,000 of the larger notes and 50,000 of the smaller wer 
exchanged for one new drachma, for which in turn an cxchange rate was 
fixed of 600 new drachmie to the pound sterling 














A Banker’s Diary 


WitH the death of President Roosevelt the world has lost a very great man 
and this country a very great friend. His whole career was a refutation of 
the theory that history is shaped by impersonal forces and 
President not by individuals. If the President of the United States 
Roosevelt had been a less clear-sighted and far-sighted personality than 
Roosevelt in fact was, it must always remain doubtful whether 
America’s vast mobilization could have. been brought about in time to turn 
the scales. In this country, he will be especially remembered for the invention 
long before Pearl Harbour of Lend-Lease, with its homespun but generous 
philosophy of the loan of a hosepipe to a neighbour whose house is on fire. 
In the financial sphere, it is encouraging that the fate of the Bretton Woods 
plan, the first act of international co-operation by the United Nations, will not 
be jeopardized by Roosevelt’s untimely death. His successor, President 
Truman, has proclaimed his full support of the agreements as they stand (as 
distinct from the mutilated form favoured by the American Bankers Associa- 
tion) and has stated that had he stayed in the Senate he would have done 
all in his power to get them passed. 


For the current financial year in France, M. Pleven has budgeted for an ex- 
penditure of Frs. 406 milliards, or some 6 to 7 per cent. less than in the two 


preceding years. It is estimated that 47 per cent. of this sum 
French will be met from taxation and other Government receipts, 
Finances’ which are placed at Frs. 192 milliards. Given the present 
state of the French economy, with industrial production at 
no more than about a third of its pre-war level, for the Government to cover 
nearly half of its requirements from revenue would undoubtedly be something 
of an achievement, though it must be remembered that—in contrast with 
the position in this country—the estimated revenue from the present taxes 
would still fall considerably below the civilian budget of Frs. 220 milliards. 
Among the detailed changes in taxation are a reduction of the bread and coal 
subsidies and an increase in the taxes on alcohol, tobacco and other inessentials. 
In addition, the confiscation of profits arising from trading with the enemy is 
expected to bring in altogether some Frs. 12 milliards, though only 60 per cent. 
of this amount has been earmarked for the present year’s budget. The most 
interesting of M. Pleven’s fiscal measures, however, is a proposed capital tax 
on the increase in the value of all forms of personal property during the war. 
This tax must obviously be regarded as a more moderate substitute for any 
drastic deflationary purge on the Belgian model. When the notes at present 
in circulation are exchanged it will be on a franc-for-franc basis without any 
blocking, the French Government having now formally repudiated any in- 
tention of imitating the Belgian experiment, which M. Pleven has characterized 
as impracticable (presumably in the political sense). This decision above 
all signalizes the defeat of the Baloghian economics represented by M. Mendés- 
France, (who advocated the blocking of all notes except for the equivalent 
of {25 per head), and the adoption of the more liberal and orthodox approach 
to financial problems personified by M. Pleven. 
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In our March issue we referred to the reduction in the legal minimum ratio of 
the Federal Reserve Banks, from 40 per cent. against notes and 35 per cent. 
against deposits to 25 per cent. against both classes of obliga- 
U.S. tions. An article in the Federal Reserve Bulletin sketches in 
Reserve the background to this decision. It is shown that total 
Ratios deposits of the American banking system were very little 
higher at the end of 1944 than in 1940, whereas over that 
period the Federal Reserve note circulation has just about quadrupled. Before 
the recent change, the position was that the Federal Reserve Banks had to 
hold a reserve of 35 per cent. against the reserve deposits of the member banks, 
which in turn represented about 16 per cent. of their total deposits. This 
meant that $100 deposited in a member bank tied up about $6 of Federal 
Reserve Bank reserves, whereas $100 withdrawn in currency tied up about 
$35 in reserves. As the Bulletin points out, it has now come to be recognized 
that the basic function of reserve requirements is not to guarantee converti- 
bility, but rather to limit monetary and credit expansion. One way of meeting 
the situation would have been to reduce the reserve requirements of the 
member banks, but American law provides that this measure is to be used 
only to prevent an injurious credit expansion or contraction and not to improve 
the reserve ratio. The course adopted, of reducing the reserve requirements 
of the Federal Reserve Banks themselves, was accordingly the most logical 
means of meeting the situation, especially as it seems likely that the reserve 
ratio of the System will be around or below the 40 per cent. level for a con- 
siderable period. 


For the first time, an official investigation has been undertaken to determine 
the national income of Argentina. For 1941, this is placed at $10,789 millions, 
of which $5,154 millions was derived from “ producing ” 
Argentine industries, $2911 millions from distribution and $2,724 millions 
National from service industries. Of the producing industries, it is 
Income _ interesting to note, as much as $1,770 millions is attributed to 
manufacture, against only $1,454 millions for agriculture. 
The above figures relate to the gross national product, it having been 
impossible to estimate the sum required for depreciation or, therefore, 
the net national income. On the basis of similar estimates for the United 
States, however, it is suggested that perhaps 12 per cent. should be deducted 
for repairs and replacements, which would give a net national income of 
$9,494 millions. At an exchange rate of about 20 pesos to the pound, this is 
equivalent to £475 millions, or just over £35 per head for a population of 
13} millions. 


SoME indications of the post-war policy of the National Savings Movement 

were given in recent speeches by Lord Kindersley and Sir Harold Mackintosh. 

Future appeals will rightly be addressed primarily to the 

Post-War {500 a year and under income groups, who now command 

Savings the bulk of the nation’s purchasing power, and the main 

Campaign argument to be employed will be the advisability of post- 

poning purchases until goods are in more abundant supply, 

when prices will be lower. Until the end of the European war there will be 

no special campaign on the lines of previous years, but plans have been pre- 
pared for a twelve-weeks’ Savings Drive when VE Day is declared. 
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THE following tables summarize the quarterly savings results from the be- 
ginning of 1940 up to March 31 last : 


SMALL SAVINGS 


Savings 
to Savings Defence Savings Banks, 
Date Certificates Bonds Net Increase Total 
Sales Sales P.O. Trustee Small 
£m. £m. £m. £m. £m. 
38. 36.2 22. 3.5 90.1 
52.5 45-7 oe 5.5 121.1 
43- 48.4 37. 10.9 140.5 
47°: 47-2 34. 9.1 137.8 
52. 49.4 46. 10.6 158.5 
67. 55-7 45- 14.0 182.7 
47. 34-5 39. 11.6 133.2 
55. 37-3 38. 12.3 147.0 
84. 60.5 14.8 210.3 
55: 30.8 14.1 141.5 
54.3 24.8 13.4 139.0 
55- 24-3 13-9 137-2 
75. 34.8 17.6 197.8 
120. 53.0 22.5 258.6 
58. 20.6 13.4 140.0 
59. 21.0 10.4 151.4 
69.5 24.1 22.1 191.6 
112. 57-4 24.3 262.8 
58. 23.6 15.1 154.0 
53: 22.8 17.9 145.6 
59. 24.9 23-4 186.2 
* Estd. 
LARGE SAVINGS Grand 
Total 
LOns Nat. War Savings Interest- Large 
t is Bonds Bonds free and 
1 to 24% 3% Loans Small 
: ng € ka — “= _ : 189. 
ure. oa a = 61.4 — 6.5 392. 
een aa a ‘cs 167.4 ~— 12.5 . 320. 
ai as - 212.0 —- a 354- 
ore, 
ited J én oe << 2iihis omg es 
ples a sa ry 203. 135. 526. 
ted np i 139.8 96.0 
> of are aa ms 175. 120.9 
iS 1S 
= ae na 203. 224.3 641. 
1 of a a i aie 62. Pi 301. 
ae oth vv 140. 103.4 3 
ae ia ae 152. yi 
1ent 
osh. jas ‘a or 179.3 169.3 
iar ~ a 207. 163.0 
the  _- ai - 156. 87.5 
and BY és wa re 127. 63.9 
nain Bw ss os ‘a 146. 81.5 
ost- a os a 258. 171.1 
ply, ia ea oe 93- 73-6 
| be BV? <a wa ee 143. 68.9 
pre- 1945 BT ws — 95.6 z.2 


t Exchequer Bonds 1} ‘per cent.: 1944 IV £39.3 m., 1945 I {170.1 m. 
* War Loan 3 per cent.: 1940 I {99.3 m., 1940 II {203.2 m. 
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WirtH the revenue inflow well past its seasonal peak, it was to be expected 
that the expansion in bank credit would be resumed in March after the 
temporary contraction of the two previous months. The 
Credit clearing bank returns actually show an increase in deposits of 
Expansion only £54. 5 millions, as compared with as much as {91.4 millions 
Slows Down jn the corresponding month last year, leaving the deposits 
total still £85.5 millions below the end-year peak (against a 
contraction of only £43.5 millions in the first quarter of 1944). Having 
regard to the intervening rise in war expenditure, this indicates a very healthy 
position, which is confirmed by the trend of the note circulation. On April 11 
the active circulation, at {1,238.7 millions, was still more than {£3 millions 
below the Christmas peak, and showed an increase of only £21 millions from 
the January low. At the corresponding date last year, withdrawals had 
already raised the volume of notes in circulation £34.9 millions above the 
Christmas peak and £56.2 millions above the January low. 


THE following table summarizes the March clearing bank return, with changes 
on the month and the year : 


Decline CLEARING BANK RETURNS 
in Mar., Change on: 

I 1945 Month Year 
nvestments im. {m. 
Deposits an v 4,459. - 471.2 
Cash... : 463. 40.4 
Call Money... , 180. 25-3 
Discounts ia is 148. 35-7 
pe} ae a - 1,681. 350.0 
Investments .. a 1,153. 16.8 
Advances sa oe 770. 2.5 


tH 
B 


WoUnaons 


+ 54. 
9. 


NOOO OA 


Treasury deposit receipts naturally provide the main counterpart of the 
additional deposits, this item now representing 37} per cent. of total assets. 
More interesting is the further drop in investments, making a cumulative 
decline of £39 millions from the wartime peak touched last November. There 
was a similar recession, of only £30.7 millions, in the corresponding months 
of 1933/4, in preparation for the savings drive ‘of the summer. Profit- -taking 
after the recent improvement in long-dated gilt-edged may be one explanation 
of the recent trend. Advances show a further recovery but are still slightly 
lower on the year. Taken together, money market assets record little change 
on the month, but the increase in bills and decline in call money reflect a 
somewhat easier position in the money market. 
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The National Finances an 1944 


Boca at ¢ for a period of twelve months ahead is quite unusually 








difficult at the present time, when it is known that the European war 

at least must end during the current financial year buf it is impossible 
to estimate the precise duration of either the European or the Japanese war, 
and therefore equally impossible to form any precise estimate of the reduction 
in expenditure that may be counted on. In his second Budget, Sir John 
Anderson allowed for a token reduction of £500 millions in the Government’s 
requirements but, as had been taken for granted, he proposed no changes 
at all in general taxation. Moreover, it would have raised delicate questions 
for Sir John even to indicate what he considers the correct principles of taxation 
during the present period, having regard to the imminence of a general election. 
In effect, therefore, the April Budget was no more than a formality necessitated 
by Parliamentary routine, and the real budgeting for this year will doubtless 
be seen in the supplementary Budget which is generally expected for the 
autumn. 

In the meantime, however, the Chancellor was able to announce an im- 
portant agreement on the avoidance of double taxation between this country 
and the United States, as well as a minor E.P.T. concession for the small 
business. In addition, the lifting of the hydro-carbon oil duties should help 
to encourage the chemical industry, and especially the manufacturers of 
plastics, which are expected to play so important a réle after the war. These 
minor tax reliefs, as well as Sir John’s emphasis on the need for lower taxation 
in peacetime conditions, all give the impression that he is duly impressed 
with the need to maintain economic incentive and to increase productivity 
in every way when normal conditions return. The disappointing exception 
to this attitude is to be found in his acceptance of the proposals for a con- 
tinuance of motor taxation based on horse-power, which must inevitably 
impede exports of motor cars, and still more in his refusal to do away with 
the grading of the tax liability by infinitesimal steps, which encourages manu- 
facturers to produce a vast range of different models instead of concentrating 
on one or two models that could be turned out efficiently by mass-production 
methods. 

While the Budget itself necessarily contained little of interest, however, 


REVENUE AND EXPENDITURE 


Year ending Ordinary Supply Ordinary 
March 31: Expenditure Services Revenue Deficit 
£m. {m. £m. £{m. 
1937 a e 830.1 594-9 823.3 6.8 
1938 Ki bis 898.1* 669 .9* 872.6 25.5* 
1939 om pd 1054.8* 823.8* 927.3 127.5" 
1940 i“ ‘va 1809.7* 1570.0* 1049.2 760.5* 
1941 ~ 263 3867.2 3637.1 1408.9 2458.3 
1942 4 b2 4775-7 4501.6 2074.1 2701.6 
1943 re ic 5623.2 5295.8 2819.9 2803.3 
1944 . - 5788 . 4 5407-5 3038.5 2749-9 
1945 isi ie 6057.8 5625.6 3238.1 2819.7 


* Allowing for loan expenditure, 
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it was accompanied by the fifth edition of the Budget White Paper, which 
now represents an even richer mine of information about our national economy 
than before. It goes without saying that the statistical techniques employed 
have been further refined and amplified ; the publication this year runs to 
56 pages, instead of 32, and the main tables now contain 126 entries, instead 
of 116. The dominant impression left by the White Paper, as will be seen 
from the accompanying tables, is one of stability at a peak level. Civilian 
incomes showed an increase of no more than £83 millions or I per cent., at 
£8,163 millions. And as it is well known that our war effort was maintained 
throughout 1944 at a high level, this itself is sufficient evidence that inflationary 
trends were again successfully held in check. 

The further increase of £172 millions in the pay and allowances of the 
Forces, to {1,171 millions, was in fact mainly responsible for the 1944 expansion 
of only £255 millions in the net annual income. Particularly striking was the 
check to the upward trend of the national wages bill. Whereas wages in 
1942 showed a rise of £289 millions, and in 1943 a further rise of £208 millions, 
the increase last year was no more than {14 millions to £2,930 millions. One 
would imagine that on the average the industrial labour force last year must 
have been much the same as in 1943, and the stability of the wages total 
therefore suggests that the further wage increases granted during the year 
were just about offset by reductions in overtime earnings. On the other 
hand, salaries advances by as much as £39 millions to {1,473 millions, whereas 
interest and profits—which include farming profits and professional earnings— 
were no more than £30 millions higher at £2,376 millions. The average 
weekly hours worked in the principal industries were in fact only 48} in July 
1944, against 50 a year earlier. 

With the rise in national debt interest and pension payments, personal 
incomes rose by £359 millions to £8,043 millions. In the disposition of these 
incomes, the most noteworthy change was a disappointing setback in savings— 


DISTRIBUTION OF CLEARING BANK DEPOSITS 
(£ million) 
June June Dec. June Dec. June Dec. 
30, 30, 31, 30, 31, 30, 31, 
1940 1942 1942 19043 1943 1944 1944 
Total deposits held by 
Clearing Banks .. 2,469 3,263 3,629 3,630 4,032 4,100 4,545 
Less Advances to customers 
and other accounts .. —962 —800 —773 —744 —743 —770 —754 





Total deposits (net) a 5 2,463 2,856 2,886 3,289 3,330 3,791 
Personal deposits (net) .. 704 820 859 972 1,032 1,158 
Other deposits (net) oe 3 1,759 2,036 2,027 2,317 2,298 2,633 

Net personal deposits in item 4 exclude the accounts of businesses, financial institutions, 
public authorities, and also, for example, those of individual traders, shopkeepers, farmers, 
and professional men where the accounts are known to be used for the purpose of business. 
Non-resident deposits and sundry accounts are also excluded. No attempt has been 
made to adjust for the amount of bank accommodation obtained by the discounting 
of bills. The figures in item 5 have been obtained by subtracting those in item 4 from 
those in item 3. Thus item 5 includes non-resident deposits and sundry accounts as 
well as the business deposits of which it is mainly made up. 
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~ GOVERNMENT EXPENDITURE AND CHANNELS OF FINANCE 
(£ million) 
1935 1939 1940 194% 1942 1943 ° 1944 

Subsidies .. or 15 20 70 140 175 190 220 
National debt interest (# ). 192 193 208 244 293 344 394 
Non-contributory pensions(* ) 84 85 98 120 142 161 182 
Unemployment allow- 

ances(°) 36 30 19 15 13 13 II 
Other transfer pay ments. . -— 6 15 29 16 15 16 
Expenditure on goods and 

services: Connected with war 353 2,471 3,571 3,044 4,552 4,591 
Other na a g2 117 131 140 139 140 
Capital formation(! ) ‘ 24 18 II II 10 8 
Transfers to other public 

authorities - - 328 366 372 357 352 





Government expenditure , 3,344 4,627 5,106 5,781 5,914 





: 1940 By 1942 1943 1944 
Revenue .. si Ke 88c 7 1,254 1,831 2,343 2,881 3,154 


Unemployment Fund .. - 24 64 74 74 72 
National Health Funds .. 9 8 12 9 5 
Local Loans Fund i. * I 5 9 10 Io bc) 
Other receipts(*) .. és 5 : — 58 —I102 
R.F.C. Loan ie - — 4—-7-I!1 
Canadian Loan .. i - - — 4 — 13 
Miscellaneous(*) .. + 2 5 5 
Less— 

Sinking funds .. ia — 15 — 16 

Other expenditure (net) — I 15 16 


Govt. agencies, total .. 187 — 73 — 34 


Increase in Savings A/cs. 119 214 234 301 325 
Savings Certs.(7) .. ¥s 167 214 232 297 265 
Defence Bonds .. a - 180 174 134 I2I 112 
Other public issues (net).. 567 1,031 1,047 1,060 808 
Increase in fiduciary issue 50 150 170 150 150 
Treasury Bills, etc. (*) .. 129 279 151 433 537 
Treasury deposit receipts — 338 474 155 434 394 
Tax reserve certs. ss — — = 453 177 II3 


Public borrowing. . re 352 ~=1,550 2,553 2,576 2,973 2,794 


Revenue plus deficit + 5,00 1,484 3,344 4,627 5,106 5,781 5,914 


(1) And interest accrued on National Savings Certificates paid to the private sector of the 
economy. (2) And payments in respect of war pensions and service grants. (*) And training 
allowances. (*) Net, non-war. (5) Other extra-budgetary receipts, including war risks insurance 
and certain War Damage Act receipts, Exchange Equalization Account and reduction in Ex- 
chequer Balance. (*) Receipts from capital transactions included in miscellaneous revenue, 
and appropriations in aid arising from capital transactions, etc. (7) Including increase in accrued 
interest. (*) Increase in Treasury bills held outside Government departments and Bank Ways 
and Means. 
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the first since the beginning of the war—from {1,413 millions to £1,391 millions. 
Fortunately, the continuing rise in tax liabilities was sufficient to mop up 
about half of the additional spending power, as will be seen from the following 
table : 


ALLOCATION OF PERSONAL INCOME 


1938 1942 1943 
{m. % £m. fm. o 
Consumption .. 3,007 75.2 3,953 55-8 3,972 
Taxation .. ~» 2,085 22F.2 2,059 29.0 2,279 j 
Savings... oe 172 3.6 1,076 15.2 1,413 ; 1,391 


4,804 100.0 7,088 100.0 7,684 . 8,043 100.0 


It will be seen that, thanks to the increase of {190 millions in taxation (in- 
cluding an additional £18 millions of indirect taxes) consumption at factor 
cost still absorbed no more than 52 per cent. of total personal incomes. One 
of the tables in the White Paper shows that in real terms this expenditure 
purchased only 80 per cent. as much as in 1938, or the same amount as in 
1942, compared with only 78 per cent. in 1943. Allowing for the increase 
in indirect taxes, this implies that the average retail price level was 56 per 





THE SOURCES OF WAR FINANCE 
(£ millions) 
1940 1941 1942 1943 
Central Government expenditure 3,344 4,627 5,106 5,781 
Overseas disinvestment .. — 796 - _795 666 — vit 





Expenditure requiring domestic 
finance a” i a _— 3,832 4,440 5,097 
Revenue .. a a . —1,831 —2,343 — 2,881 





Balance requiring domestic 
finance bi ‘3 i ,00 2,097 2,216 








Surplus of extra-budgeting funds 
and Local Authorities xa ) 175 131 
Home disinvestment :* 
Private : me dy 316 272 276 257 
Local Authorities im - 24 3 44 50 
Saving 7 
“Small” savings... os 602 600 719 702 
Other personal - 404 674 802 782 
Undistributedf Profits, ete: .. 485 345 244 214 


““ Domestic "’ borrowing °F »! 2,001 2,097 2,216 2,105 


+ Including provision for excess of tax liabilities over current payments. 
* i.e. Sums released by running down domestic capital equipment and stocks, including any 
unspent compensation in respect of war risks claims. 
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lions. cent. higher last year than before the war. 
Pp up One encouraging fact is that last year comparatively little of the increased 
wing spending was directed to such items as alcohol and tobacco. Expenditure 
on food rose by £65 millions to £1,207 millions, the largest item being a rise 
of {32 millions in expenditure on meat, bacon, etc. In addition, expenditure 
on clothing rose by £62 millions to £404 millions, of which women’s wear 
14 accounted for £279 millions against £241 millions, and men’s and boys’ wear 
o for {125 millions, against {107 millions. Even so, in real terms the amount 
2.0 of clothing available to our people in the last four years has been less than 
30.7 that purchased in 2} normal years, taking 1938 as the basis. 
17.3 One useful new feature of the Budget White Paper is that for the first 
——_ time it sets out in detail the changes in our capital position during the war. 
oO. For the five-year period 1940 to 1944, private expenditure on capital formation 
(in ‘NET NATIONAL INCOME AND EXPENDITURE 
ctor (£ million) 
One 1938 1939 1940 194% 1942 1943 1944 
, Rent .. 380 388 388 385 384 384 384 
ture Interest and profits() 1,326 1,482 1,818 2,119 2,276 2,346 2,376 
iS m Salaries f' .. 1,100 1,14! 1,206 1,332 1,381 1,434 1,473 
ease Wages ; «« E935 3,535 2,115 2,419 2,708 2,916 2,930 
per H.M. Forces(*) is 78 124 386 622 805 999 ‘1,171 
- Net national income 
(or product) ig 4,619 4.970 5,913 6 877 u 554 8 079 8,334 
1044 1938 1939 1940 r94r 1942 1943 1944 
914 Consumption(*) .. 4,153 4,264 4,423 4,633 4,909 4,987 5,216 
poe Public expenditure(‘) 814 I — 3, e* 4,217 4,597 5,185 5,221 
— Public investment(®) . . 125 —I3 —20 —34 —42 
Work in progress(*) .. } one oe on 150 75 50 — 
259 Private investment(’) —99) (—247) (—194) (—188) (—z202) 
’ 54 War damage repairs(®) — 29 61 49 56 
vos Overseas disinvest- 
ment(®*) “a .. — 70 —250 —796 795 —666 —684 —655 
105 Subsidies me os 15 20 70 140 175 190 220 
PR: Less— 
Indirect taxes(**) .. 584 —638 —734 933 —I,III --1,252 —1,349 
200 Employers’ contri- 
butions("*) ~~ a ee eee a eo ee 
257 War risk premiums — —I4 —I24 “<s —I99 —I52 — 59 
5° Net national expendi- 
702 ture .. ‘ia .. 4,019 4,970 5, 913 6,877. 7,554 8,079 8,334 
yes (‘) Including farming profits and professional earnings. (*) Pay and allowances (in cash 
214 and kind). (3) Personal expenditure on consumers’ goods and services including sums involved 
re in the acquisition and transfer of property and life assurance at market prices. (*) Expenditure 
105 at home and abroad by public authorities on all goods and services other than those included 





in net non-war capital formation. (5) Net non-war capital formation of public authorities. 
(*) Increase in work in progress on Government account held under private finance. (7) Private 
net capital formation at home and war losses made good not included below. (*) Expenditure 
incurred in making good war damage to buildings. (*) Net lending abroad and purchase of 
assets and financial claims from overseas. (!°) And rates. (!!) To National Insurance. 















66 THE BANKER 








in the normal sense was no more than {£1,542 millions gross, against depreciation 
allowances of {2,365 millions, indicating a running down of capital by only 
£841 millions, if one accepts the Inland Revenue depreciation allowances as 
adequate. Since these are based on original cost instead of replacement 
cost, unfortunately, that is by no means the case. On the other hand, the 
apparent draft on home capital of £841 millions was offset to the extent of 
£425 millions by the increase in work in progress on Government account 
held under private finance, and to the extent of £447 millions by gross capital 
formation on the part of public authorities. While the apparent running 
down of our domestic capital was thus comparatively slight, however, our 
capital position vis-a-vis the rest of the world deteriorated by no less than 
£3,725 millions from the outbreak of war to the end of 1944. It is encouraging 





CHANGES IN CAPITAL WEALTH OF THE UNITED KINGDOM 
(£ millions) 
1939 «61940 194T 19421943: 1944 
Gross capital formation at home: 





Private(?) re eu - Sao 258 150 236 231 224 
Work in progress(?) es ma “ 150 150 75 50 = 
Public(’) .. es i bin 205 133 94 86 71 63 
Gross home investment .. + 827 541 394 397 352 287 
Less depreciation allowance es 450 —465 475 —475 —475 —475 
Net home investment i si 377 76 —§8r1 --78 —123 —188 
Overseas disinvestment .. .. —250 —796 795 —666 —684 —655 





Net investments at home and 
abroad a 127 720 876 —744 —807 —843 








ene nsaeteapInEPSeENSUP SSNS ee —-—— 


(‘) Private domestic gross capital formation at home and war losses made good. (*) On 
Government account, held under private finance. (*) Gross capital formation of public authorities. 


DISTRIBUTION OF NET INCOME 


Number of Individuals in Different Ranges of Net Income Assessed in 
1938-39 and 1942-43* 


Range of income 


after tax 1938-39 1942-43 

c 
150-250 4,500,000 7,000,000 
250-500 1,820,000 5,300,000 
500—-1,000 450,000 550,000 
I ,000—2,000 155,000 117,000 
2,000—4,000 56,000 31,750 
4,000-6,000 12,000 1,170 
6,000 and over 7,000 80 
Total of above 7,000,000 13,000,000 





* Each married couple is regarded as one individual. 
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indeed to note Sir John Anderson’s statement that “it would be contrary 
to the elementary principles of justice and fair dealing between nations that 
obligations incurred in this way should be treated as ordinary commercial 
debt,’’ with its clear implication that in due course a more equitable final 
settlement will have to be negotiated. 








PRIVATE INCOME AND OUTLAY 
PERSONAL INCOME 
(£ million) 
; 1935 1939 1940 194% 1942 1943 1944 
Rent, profits, interest(!) 1,612 1,671 1,769 1,784 1,907 2,025 2,132 














Wages and salaries .. 2,835 2,976 3,321 3,751 4,089 4,350 4,403 
H.M. Forces(?) jin 78 124 386 622 805 999 1,171 
Pension payments is I3I 133 I51 178 202 222 244 
Unemployment pay- 
ments, etc.(3) ..  .. 112 97 64 30 18 17 18 
Health payments ic 35 35 35 33 40 45 51 
Other transfer payments I 6 18 38 27 26 24 
Personal income before 
ar - .. 4,804 5,042 5,744 6,436 7,088 7,684 8,043 
: 1938 1939 1940 194% 1942 1943 1944 
Consumption(*) .. 3,541 3,606 3,696 3,746 3,885 3,904 4,115 
Property transfers(5) .. 66 66 66 67 68 68 68 
Indirect taxes, net(*).. 546 592 661 820 956 1,015 1,033 
Direct tax payments(’) 378 407 524 693 680 go2 1,025 
Post-war credits(*)  .. — — — a0) 125 170 205 
Death duties(*) - go 87 85 94 100 104 113 
Tax accruals(?°) sid II 31 37 37 198 108 93 


Net personal saving() (172) (253) (675) (969) (1,076) (1,413) (1,391) 











Personal outlay .. 4,804 5,042 5,744 6,436 7,088 7,684 8,043 
OTHER PRIVARE INCOME 

N.D.C. and E.P.T. .. 15 28 68 231 348 483 519 

Other direct taxes(!*) .. 62 75 IIo 203 269 253 242 

Tax accruals(}%) en 12 86 247 290 145 39 9 

Impersonal saving(!*) . . 170 180 190 195 200 205 205 

Other private income .. 259 369 615 919 962 980 975 








(1) Rent, interest (including National Debt interest and interest accrued on National Savings 
Certificates) and profits received by persons. (?) Pay and allowances (in cash and kind). 
(?) Payments in respect of unemployment and the relief of poverty. (4) Personal expenditure 
on consumers’ goods and services, other than those included in the following item, adjusted 
for subsidies and indirect taxes, rates, etc. (5) Personal expenditure involved in the acquisition 
and transfer of property and life assurance. () Indirect taxes, rates, etc., Jess subsidies on 
consumers’ goods and services. (7) Including War Damage Act contributions and premiums 
met out of personal income but excluding income tax payments due for repayment after the 
war and death duties, etc. (8) Income tax payments due for repayment after the war. (*%) And 
stamps on the transfer of property. (!°) Excess of direct tax liabilities on personal income over 
payments. (!4) After setting aside the excess of direct tax liabilities over payments. (1) In- 
cluding War Damage Act contributions and premiums met out of other private income. 
(3) Excess of direct tax liabilities on other private income over payments. (}*) Other private 
net saving after setting aside the excess of direct tax liabilities over payments. 
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Destin During the War 
By T. Barna 


N the January issue of THE BANKER the post-war prospects of company 
[prosits and share prices were examined, and the conclusion arrived at was 
that share prices ought to stand at double their present level. That present 
share prices are so much lower cannot be explained entirely by a subjective 
allowance for post-war uncertainties, both political and economic. For the 
rest, it may be due to misinterpretation of the present trend of company 
profits ; in particular, the market is probably influenced by the fact that the 
present level of dividends does not appreciably differ from the. pre-war level. 
The purpose of the present article is to analyse the trend of wartime profits. 
It is demonstrated that neither the place of profits in the national income, 
nor the place of company profits in all profits, is different from what could 
have been expected on the basis of our pre-war experience. For the sake of 
convenience, it is proposed to set out straight away the main results of the 
statistical analysis, and to indicate afterwards how these estimates are reached. 
The main conclusions as to the trend of profits are set out in the following 


table : 
EARNINGS OF ORDINARY SHARES 














1938 1939 1940 1941 1942 1943 

Index of dividends... , 100 96 89 89 90 92 

Index of earnings, after E.P i. etc. 100 103 105 112 114 118 

Index of earnings before E.P. i etc. 100 114 146 192 199 205 
Proportion of retained a put to 

reserve % .. 374 42 464 504 504 451 


It will be seen that, slthough dividends fell by 8 per cent. in the five years, 
equity earnings rose by 18 per cent., while gross profits before E.P.T. more 
than doubled. Yet in spite of this phenomenal rise in aggregate business profits, 
the prices of ordinary shares rose by no more than 10 per cent. It will be 
noted, too, that earnings are still rising and by now should be much higher 
than in 1943. The analysis of wartime company profits thus supports the 
main conclusion of my previous article: that only a fundamental change 
in the economic system can prevent the earnings of ordinary shares from 
reaching well over double their pre-war level, if and when E.P.T. is abolished. 


Profit Margins in Wartime 


Recent forecasts of the post-war national income were based on the funda- 
mental proposition that the proportional share of wages in the national 
income, which has been 39-40 per cent. since 1880, is likely to remain the 
same. It is, therefore, useful to examine the share of wages in the wartime 
national income on the basis of the official estimates.* The national wage- 








*** An Analysis of the Sources of War Finance and Estimates of the National Income and 
Expenditure in the Years 1938 to 1943,’’ Cmd. 6520 (1944). It must be remembered that 
estimates of the national income, whether official or private, are subject to certain margins 
of error. Before the war, the margin of error was placed at 5 per cent., and this margin is likely 
to be higher for the war years. When, however, year-to-year comparisons are made, the error 
is of a much smaller significance, since the estimates are based on the same statistical sources, 
e.g. if profits for 1942 are under-estimated because of evasion of income-tax assessment, profits 
for 1943 are also likely to be under-estimated to the same extent. But it should be appreciated 
that no claim is put forward to absolute precision for any estimate. 
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bill should be related to the value of home-produced income, excluding the 
pay of H.M. Forces. This is done in the following table, based on the official 
estimates. It will be seen that in five years, from 1938 to 1943, the value of 
home-produced output, excluding the pay of H.M. Forces, has risen by 
61 per cent., whilst the wage-bill rose by 68 per cent. 


WAGES AND THE NATIONAL INCOME 


1938 1939 1940 194! 1942 1943 
Home-produced income, excluding 
pay of H.M. Forces .. Index 100 107 124 140 153 162 
Wage-bill as a9 .. Index 100 106 122 140 156 168 
Wage-bill as proportion of home-pro- 
duced income, less pay of H.M 
Forces ‘ ais % 40.0 39-3 39.2 39-7 40.9 41.8 


Sources : Cmd. 6520, items 4, 5, and 6. For oversea income, Economic Journal, 1943, p. 262. 


The wage-bill as a percentage of the value of home-produced output, 
excluding the pay of H.M. Forces, is also shown. Even amid the great changes 
brought about by the war, this proportion has shown a remarkable stability. 
The difference is greatest between 1938 and 1943, the proportion for 1943 
being 5 per cent. in excess of that for 1938. But these small differences can 
be explained. At the outbreak of the war, for example, there was a sharp 
rise in the prices of raw materials, a factor which tends to diminish the share 
of wages in the national income. In the later years, however, imports of raw 
materials were cut so severely that, even taking into account the rise in their 
price, the value of imported raw materials has fallen as a proportion of the 
national income ; this would cause the proportional share of wages in the 
national income to rise. Further, it must be remembered that a certain 
proportion of the wage-bill is earned in ordnance and other government 
factories, but no profits are imputed in the official estimate on account of the 
output of these factories. Strictly speaking, we ought to compare privately- 
produced incomes with wages paid out by private firms only. “ 

Making an allowance for the effect of imports, it can be concluded that 
the pre-war average gross percentage profit-margins were maintained—neither 
raised, nor diminished.* Not even E.P.T. had any effect on profit margins. 
One would have expected E.P.T. to diminish the incentive to raise prices in 
proportion to the rise in wages ; this, however, did not happen: the economy 
as a whole fixed prices as if E.P.T. had not existed. 

Whilst gross profits (which include rents, interest, and salaries) remained 
a constant proportion of the national income, the rise in profits proper must 
have outstripped the rise in the national income, since rents are controlled, 
and salaries rose less than wages. Let us now turn to the analysis of profits. 


Trading Profits, 1938 to 1943 


Our aim here is to arrive at an estimate of trading profits. In the following 
table the official estimates of “ profits and interest’ are given. From this 
was deducted the income of the government from property and trading 
(Post Office profits, profits of municipal gas, electricity, and water works, 
income from Anglo-Iranian shares, and in recent years from the railways), 








* Gross profit-margins cover overheads and profits, ie. for the economy as a whole equal 
rents, profits, interest, and salaries. 
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also given officially. Next, the income of the professions was deducted. This 
amounted to {60 millions in 1938, and was assumed to have increased in 
proportion to the salary-bill. Interest on the bonds of Dominion and foreign 
governments and municipalities was excluded, and also interest and dividends 
from companies and other businesses registered abroad. This came to £100 
millions in 1938, and had fallen, chiefly through the repatriation of Indian 
and Dominion bonds, to about £50 millions by 1943. Any other interest was 

also excluded (a apart from national debt interest omitted here). This can be 
put at {50 millions in 1938, and may be taken as being stable over the period 
considered ; the chief item included is interest due to building societies 
which is allowed as a deduction under Schedule A, but is assessed under 
Schedule D. 


TRADING PROFITS ({m.) 


1938 1939 1940 1941 1942 1943 

Profits and interest .. as ss @209 1,486 1,846 2,126 2,321 2,427 
Less Government income .. i. 26 — 4! — 49 — 68 —104 — 95 
Professions . — 60 — 62 — 66 — 7I — 73 — 75 
Foreign interest and dividends. . —I00 — 95 — 80 — 70 — 60 — 50 
Other interest .. ; .. — 50 — 50 — 50 — 50 — 50 — 50 


TRADING PROFITS... «+ 2663 1,238 1,601 1,867 2,034 2,155 
Sources : Cmd. 6520, items 2 and 88. Foreign interest and dividends on securities quoted 

on the Stock Exchange were put by Lord Kindersley at {95 millions for 1938. cf. Economic 

Journal, 1939, p. 693, and 1943, p. 262. 

In short, trading profits, which were estimated at £1,063 millions in 1938, 

just doubled in five years. 


Business Profits, 1938 to 1943 


The profits of private business (which term includes farmers, traders, and 
persons working on own account) consists of trading profits, the rent of 
factories, business premises, and agricultural land, and income from govern- 
ment securities held by businesses. Income from rent amounted to £380 
millions in 1938, according to the official estimate. Of this an estimated 
£40 millions was the rent of agricultural land, £210 millions the rent of dwelling 
houses, {20 millions the rent of buildings occupied by non-profit-making 
bodies, and {110 millions the rent of buildings occupied by business. Since 
there has been little change in the total of rents during the war, it is not 
difficult to make similar divisions for other years. 

The allocation of interest on the national debt presents a more difficult 
problem. Total interest paid out to private persons and business can be 
extracted from the official estimates. It represents all interest issued plus 
the excess of accrued interest on savings certificates over issues, /ess interest 
going to residents or governments abroad, and to British Government Depart- 
ments or funds. In 1938 an estimated {110 millions accrued to bonds in 
personal ownership, £30 millions to non-profit-making bodies and life assurance 
funds, £30 millions to banks and financial institutions, and another £30 millions 
to other business firms, giving a total of {200 millions. A total of £215 millions 
interest was issued, to which must be added £7 millions for excess accruals 
on savings certificates, giving a grand total of {222 millions. Of this, £8 
millions went to residents abroad, and {14 millions to the extra-budgetary 
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funds (e.g. unemployment, health insurance, and pensions funds). 

Interest paid to the private sector increased from {200 millions in 1938 
to £340 millions in 1943. The increase can be allocated between persons 
and business firms on the basis of an analysis of the sources of Government 
finance. The next table gives the official estimate for the method of financing 
the government deficit in each year. The deficit was financed by (a) the 
surplus of the extra-budgetary funds and local authorities, (b) the sale of gold 
abroad, and the accumulation of sterling balances to the credit of oversea 
governments, (c) the sale of privately-owned investments abroad, (d) deprecia- 
tion funds, i.e. disinvestment at home, (e) compensation for war damage 
not spent on replacement, and (f) saving out of income. The surplus of the 
extra-budgetary funds and local authorities is officially estimated. Disinvest- 
ment abroad is also officially estimated ; but we had to segregate disinvest- 
ment on government account and on private account.* It was assumed that 
private assets sold abroad were chiefly in personal ownership. Disinvestment 
at home was also divided between private persons and business firms, and so 
were payments for compensation; disinvestment on account of dwelling 
houses was allocated to persons. Savings out of income are officially estimated 
separately for persons and business firms. 


THE DISTRIBUTION OF THE NATIONAL DEBT (f{m.) 


1938 1939 1940 1941 1942 
Exchequer deficit wi ea ba 130 499 2,082 2,790 2,766 
Financed by : 
Extra-budgetary funds and local 
authorities a ee iis 189 
Gold and sterling balances a 606 
Private sources <3 Kis sa 1,287 





Personal, etc. av re 991 
Business .. ks vp oe 296 


Interest to : 
Persons = ee ne a IIo 
Non-profit-making bodies and life 
funds i a i ws 30 
Banks and financialinstitutions .. 30 6c 62 is 78 
Other business firms ay “e 30 Y 


TOTAL a oi se sa 200 204 214 239 287 


Sources include : Cmd. 6520, items 89, 90, and 91; sections A and E. 


* According to data in Section E, of the above amounts the following sums were put into the 
clearing banks : 
1942 1943 
Personal, etc. ca a is nye 128 152 
Business .. ee oe ee 206 281 


Some of the savings of persons and business firms are deposited in the 
banks ; the amounts of these deposits have been estimated for 1942 and 1943. 
The allocation of interest between persons and firms was on the basis of the 
above estimates of savings. Persons, on the average, receive a higher rate 


* On the basis of figures in Economic Journal, 1943, p. 262, and Cmd. 6564. 
t Savings of persons here include savings through non-profit-making bodies and life assurance 
funds, 
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of interest than firms (which include banks) ; an allowance was made for the 
fact that some personal savings are in bank deposits. 

We are now in a position to estimate business profits. As given in the 
following table, business profits are arrived at as the sum of trading profits, 
the rent of businesses and agricultural land, and interest on British government 
bonds held by businesses. 


BUSINESS PROFITS ({m.) 


1938 1939 1940 1941 1942 1943 

Trading profits : 1,063 1,238 1,601 1,867 2,034 2,155 
Add Rent of business and land ‘a 150 154 154 154 154 154 
National debt interest to business 60 60 62 7o 78 85 
BusINEsS PROFITS .. a «« Sag 1,452 1,817 2,091 2,266 2,394 


Business profits can also be arrived at in a different way, as shown in the 
following table : 


BUSINESS PROFITS ({m.) 











1938 1939 1940 1941 1942 1943 
Personal rent, profits, andinterest .. 1,594 1,668 1,784 1,763 1,926 2,059 
Impersonal profits *? - aS 259 369 615 919 962 995 
Private rent, profits, and interest .. 1,853 2,037 2,399 2,682 2,888 3,054 
Deduct : 
Rent of dwellings, etc. ai .. —230 —234 —234 —231 —230 —230 
Interest on debt to persons, etc. .. —-140 —144 ——152 —169 —209 —255 
Professional incomes , —— 60 — 62 — 66 — 7I — 73 — 75 
Other interest and foreign div idends —150 —145 —130 —1I20 —IrI10 —100 
Business profits .. “a .— 22 1,452 1,817 2,091 2,266 2,394 








Business profits (including agriculture and traders) were £1,273 millions 
in 1938 and rose by 88 per cent. in five years, compared with a rise of 68 per 
cent. in the wage-bill, and 19 per cent. in the salary-bill. It should be noted 
that the wage-bill and salary-bill include payments to government employees, 
whilst business profits are purely private. It should also be realized that 
the increase in wages is partly due to more workers being employed, and 
working longer hours (i.e. an increased effort) ; whilst the volume of capital 
did not increase, and any additional wear-and-tear had already been allowed 
for in the calculation of profits. 


Companies and Private Firms 


Business profits must now be divided between companies, on the one 
hand, and private firms, farmers, and traders, on the other. The distinction 
between companies and private firms is accepted by income-tax law, since 
the profits of companies are regarded as unearned income, but the profits 
of private firms as earned income. Before the war Schedule D assessments 
were published in six categories: profits in manufacturing, mining, and 
other productive industries ; profits of railways ; other distribution ; income 
from Dominion and foreign securities; from war securities, deposit, and 
other interest ; profits of finance, professions, and other profits. The pro- 
portion of earned to unearned income can be estimated for each category 
separately. In 1938 the profits of small manufacturing and building firms 
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came to {100 millions ; of small firms in the retail trade to £160 millions ; 
other business profits under Schedule D to £80 millions ; farmers’ profits to 
{50 millions ; and the earnings of workers on own account below the tax- 
exemption limit to £35 millions. This gives a total of £425 millions, which is 
40 per cent. of all trading profits. 

Since the last war the Inland Revenue had not published data on the 
basis of which an exact division of profits into earned and unearned income 
was possible. For the pre-war years, however, it is possible to estimate the 
amount of earned income on the basis of the published amount of earned 
income allowances and a separate estimate for the amount of earned income 
not eligible for allowance (because above the maximum). The 1938 estimate 
should thus be reliable ; but similar estimate for the war years is impossible 
since no Inland Revenue data were published.§ 

To the trading profits of private firms were added 40 per cent. of the 
rent of businesses, and all agricultural rents, giving a total of £508 millions. 
The business profits of companies came to £765 millions. (All government 
bonds held by business can be assumed to be held by companies.) It should 
be remembered that this sum includes the profits of British companies operating 
abroad, about {100 millions.* 

The amount of undistributed profits was estimated by grossing for income 
tax the amount of ‘‘ net impersonal saving ”’ officially estimated. It can be 
estimated that one-tenth of the total (£24 millions) were the business savings 
of private traders, farmers, etc., and £215 millions the undistributed profits 
of companies, net of losses. In 1943, the business savings of private firms, 
farmers, etc., amounted to £75 millions, and of companies to £345 millions, 
as shown in the table below.t Liability to E.P.T., N.D.C., and War Damage 
contributions by business (obtained as “ impersonal income ”’ ess undistributed 
profits gross of tax) was also divided between companies and private 
firms, as shown in the table. In 1943 total E.P.T. liability came to £575 
millions, of which £25 millions could have been paid by private firms, farmers, 
etc. Though this is only a small proportion of the total, the estimate is 
reasonable if we bear in mind that the bulk of profits in this category was 
well below the E.P.T. minimum limit. 

Business profits, then, increased by {1,121 millions in five years, and 
impersonal tax-liabilities by £550 millions. Thus, business profits clear of 
E.P.T., etc., increased by £571 millions, or 45 per cent. How did this increase 
come about ? Did the profits of companies increase, or that of small firms ? 


Company Profits 


At this stage of the analysis we must bring in an independent source of 
statistics, the Economist sample of company profits. If we can fit this sample 
into the framework of the official estimate, it will be possible to give a thorough 
analysis of company profits. 

The new series of the Economist profits data are satisfactory from many 


§ Sir John Anderson stated in the House of Commons, as late as February 27, 1945, that 
the data referred to cannot be published for reasons of military security. 

* This differs from the method adopted in THz BanxkgR of January. It was then more con- 
venient to refer to home-produced profits only. 
_ {This can be estimated if careful consideration is taken of the amount of “ other private 
lacome ’’ in Section G of Cmd. 6520, 
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viewpoints, and enable an analysis to be made which was hitherto impossible, 
The figures now published are arranged according to the date on which 
company accounts were closed, and all profit figures are taken after an allow- 
ance was made for depreciation, but before payment of income tax. 

The Economist sample is sometimes criticized on two grounds: (a) it is 
said that it over-represents companies operating abroad, and (b) that it over- 
represents large firms. We have made a separate analysis of oversea profits 
represented in the sample (companies in the oil, rubber, and tea industries) 
and found that (i) the proportion represented by these industries was not 
too high in relation to the amount of company profits estimated above, 
(ii) these profits could have only a small influence on the sample as a whole, 
and (iii) these profits moved closely together with other profits until after 
1942 (losses on rubber being balanced by gains on oil). Hence it was decided 
not to adjust the sample, and to carry out the analysis in terms of company 
profits, inclusive of British companies operating abroad. 

On the other hand, it is inevitable that large companies should be over- 
represented in the sample. This point is particularly relevant in wartime, 
since the incidence of E.P.T. might be expected to fall more heavily on large 
than on small companies. The final results, however, do not support this 
view. There is, however, a great drawback inherent in any data of this 
nature, namely that profits in the published accounts differ from profits 
assessed to income tax by the amount of hidden reserves. This difference 
persists between the Economist sample and the official estimate. We overcame 
this difficulty by omitting undistributed profits from the Economist sample, 
substituting instead the independent estimate for companies’ undistributed 
profits made above. This procedure will make it possible to give, for the 
first time, an indication of the extent to which undistnbuted profits are hidden. 
This matter will be discussed more fully in a subsequent issue of THE BANKER. 

The index of profits was constructed by joining up the Economist figures 
for years ending March 31. The new profits figures are carried back to 1938; 
it would not be possible to give similar estimates for earlier years. In the 
sample the division of total profits into debenture interest, preference interest, 
dividends, and free reserves is given according to the date of publication of 
the accounts, and not the date of closing ; it is, therefore, best to take years 
ending June 30 to correspond to the preceding calendar year. Profits as 
given by the first index were divided according to these proportions, and 
then profits put to free reserves were omitted. 

On the basis of the estimates above, distributed company profits amounted 
to {525 millions in 1938. The figures for the other years were estimated 
with the aid of the index referred to, the total being classified according to 
the Economist sample. The following figures were used : 










1938 1939 1940 1941 1942 1943 
Economist sample : <s 100 102} 97 984 994 1024 
Distributed profits a a 100 974 914 git 93% 94 
Size of the sample % 404 404 404 40% 40 20 








On the whole, distributed profits were declining over the period. The 
low point was reached in 1940-1, 8} per cent. below the 1938 level. No undue 
attention should be paid to small year-to-year variations in debenture and 
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preference interest, which might be due to sampling effects. 
. that interest is more fully paid now ; 


redeemed. 


It is evident 


on the other hand, debentures are being 


The representativeness of the Economist sample can be gauged by relating 
distributed profits in the sample to total distributed profits. 


that the sample covered 40 per cent. of company profits in 1938-42 ; 


date of writing, however, the sample is only 20 per cent. for 1943. 
We can now piece together all our information, as given in the following 


It is then found 


at the 











table. Whilst the Economist sample exhibited a stability over the period, 
COMPANY AND OTHER PROFITS ({m.) 
1938 1939 1940 1941 1942 1943 
Companies : 
Debenture interest 53 53 50 51 50 48 
Preference interest 114 116 112 112 117 Im5 
Ordinary—Paid 343 319 317 323 331 
Reserve 250 280 325 330 345 
Total 57 ;— 3 -—- at — te es CO Or 
Total after E.P.T., etc. 740 762 761 805 820 839 
E.P.T., N.D.C., W.D.A. 25 87 275 509 537 550° 
ToTAL COMPANY PROFITS 6 849 1,036 1,314 1,357 1389 
Private Firms, Farmers, etc. : 
Distributed profits 484 569 721 692 814 905 
Business savings 24 27 50 65 7oO 75 
B.P.T., RDC. W.D. A. ~ 5 10 20 25 25 
ToTAL PROFITS OF PRIVATE 
FIRMS, FARMERS, ETC. 508 601 781 777 909 1,005 
TotaL Business Prorits 2,373 1,452 1,817 2,091 2,266 2,394 
Proportion of private firms, etc., 
to total % i rs “a 40 414 43 373 4o 42 


company profits, if hidden reserves are taken into account, have shown a 
clear rise of 14 per cent. after E.P.T., etc., and a rise of 82 per cent. before 
E.P.T., etc. It is the last figure which is significant from the point of view 
of the future. 

The profits of private firms, farmers, and traders were obtained as a 
residue, and serve as a useful check on the whole calculation. Before the war 
the profits of private firms, etc., were 40 per cent. of all business profits ; 
this proportion was consistently maintained during the war. It is likely 
that there is an error in the figure relating to 1940, with a compensating error 
for 1941 ; apparently there was a sudden rise between 1940 and 1941 in 
liability to E.P.T., and it is difficult to synchronize several statistical series 
coming from different sources.* The rise in the proportion from 40 to 42 per 
cent. in 1942~—43 is not significant in view of the fact that the official estimate 
for 1943 is subject to revision and the Economist sample is only half complete. 
Even so, the consistency of the figures is remarkable. They prove, even more 
forcibly, that pre-war gross profit-margins were maintained equally by 
companies and by private firms. Since E.P.T. did not hit small firms to a 
significant extent, profits of private firms, etc., after E.P.T., rose by 93 per 





*The Economist sample might contain an error through the different rates of income tax 
used for grossing up profits in each year; but the likelihood of error in the official estimate is 
just as great. 
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cent., outstripping the rise in the earnings of any other class of the community. 
Earnings of equities have, of course, risen more, because of the existence of 
fixed-interest bearing securities. As shown in the first table of this article, 
the earnings of equities have more than doubled; the greater part of the 
increase, however, was devoted to E.P.T. Even so, there was a clear rise in 
earnings (after E.P.T.), but this was negatived by the reserve policy of com- 
panies. The proportion of retained earnings put to reserves rose gradually 
from the pre-war 374 per cent. to 51 per cent. in 1943. The explanation of 
present share-prices lies chiefly in this reconciliation of the trend of company 
profits and of dividends. 


National Income and Bank Deposits 
By W. Manning Dacey 


OME considerable thought has been given in banking circles recently 
Se: the prospective trend of bank deposits after the war. On past ex- 

perience, one might normally expect some funding of floating debt and 
contraction in banking deposits after several years of credit expansion. As 

gainst this, however, the banks have emphasized their intention to adopt 
libe ral lending policies to assist industry in the finance of reconstruction, and 
on that ground a considerable recovery in bank advances is to be envisaged. 
Are we, then, to expect bank deposits during the transition period to show 
on balance a further rise or a contraction—or, for that matter, to remain 
exactly stationary at the wartime peak ? 

One aspect of this general problem is the method by which the post-war 
expansion of bank advances is to be financed. By all the usual criteria, the 
banks today are more liquid than at any time in their history. In particular, 
they hold extremely large sums of short-term government debt in the form 
of Treasury deposit receipts, which, in fact, now account for more than 
one-third of their total resources. In his recent annual statement to share- 
holders, Mr. Rupert Beckett, for e xample, referred to Treasury deposit receipts 
as “‘a reservoir from which may be drawn the large funds that will become 
necessary when the war ceases and the whole process of national reconstruction 
begins.” On the other hand, Lord Wardington pointed out in his statement 
that, although considerable amounts of Treasury deposit receipts mature 
each week, “‘ if at the same time the Treasury make corresponding demands 
for renewals, no fresh cash from that source will be available for lending to 
industry.”’ The alternative method, of course, would be to realize invest- 
ments, but ‘‘ it would not be desirable for all banks to be realizing investments 
at the same time.’’ In other words, the question clearly arises how liquid 
the banks are in reality, in spite of the abnormally high proportion of liquid 
assets shown in the balance sheets. 


II 


In discussing questions of this kind, it is useful to have the clearest possible 
ideas about the relationships between the national income, savings, the 
quantity of money, and interest rates. In an actual economy such as our 
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own, these relationships are complicated in the extreme. For example, an 
increase in national income, brought about, let us say, by deficit spending, 
will lead to an immediate increase in revenue from indirect taxes and a pro- 
spective increase in direct taxes, for which taxpayers may or may not make 
immediate provision. Similarly, a rise in national income will normally 
increase imports, thus upsetting the balance of payments and possibly leading 
to overseas disinvestment as an offset to the increased domestic investment. 
It is for reasons of this kind that the 1945 Budget White Paper runs to no 
less than 126 entries. The object of this article is to throw into relief the 
basic relationships between income, savings and the other factors by con- 
sidering a working model of a simplified economy whose Budget White Paper 
can be reduced to a mere half-dozen entries. 

One of the chief points which it is desired to emphasize is that from the 
purely monetary point of view a budget deficit 1s identical with investment as 
this word is normally used by economists, to mean active expenditure on capital 
formation. From the monetary angle, the essence of investment is that the 
entrepreneur is currently spending more than his current income; and this 
holds true whether he is financing the new investment with his own cash 
assets or securities accumulated in the past, or whether he is issuing new 
securities to obtain command of the savings (past or current) of the rest of 
the community. In either event, the investment is in fact being financed 
at the time by the current savings of those who accept the cash or securities 
in exchange for part of their current output. In other words, entrepreneurs 
undertaking active investment or a Government running a deficit are only 
able to spend tm excess of their current income because the rest of the com- 
munity are under-spending their current income, and by exactly the same 
amount. 

From this it follows, first, that Saving (as correctly defined for this purpose) 
is always exactly equal to Investment, and, secondly, that Investment will 
always generate its own monetary Saving—for if this were not so the Invest- 
ment could not, by hypothesis, take place. It is important to bear these 
considerations in mind when the Investment in question takes the form of a 
budget deficit (that is, spending in excess of receipts by a Government for 
any purpose, as contrasted with over-spending by the entrepreneurs on the 
formation of capital). The whole of any deficit will automatically be financed 
in its entirety, first by the additional revenue generated by the accompanying 
increase in national income, and for the rest by additional savings. If there 
are unemployed resources to be brought into production these savings will 
be spontaneous savings; if the economy was already fully expanded then 
they will be forced savings brought about by a rise in prices; or, in a war 
economy, they may be involuntary savings generated by direct restraints 
on consumption spending, such as rationing. And the savings themselves 
may be held either in the form of cash or of long-term securities, according 
to the liquidity preference of the pubiic. 


III 


Let us now consider what all this means in more concrete terms. To 
reduce the processes involved to their most elementary form, it is useful to 
make a number of simplifying assumptions, some of them far from realistic. 
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In our model economy, with its skeleton Budget White Paper, then : 

1. There are no transfer incomes (such as national debt interest or 
unemployment allowances), so that all public expenditure is expenditure 
on goods and services and the net national income is equal to private 
income (i.e. the incomes of persons plus undistributed profits and taxes 
paid by companies, etc.) ; 

2. There are no indirect taxes or subsidies in this community, so that 
its net national income at market prices is equal to its net national income 
at factor cost ; 

3. The direct taxes are payable on the income of the previous year, 
so that an increase in the national income will not lead to an immediate 
increase in revenue, nor is any provision currently made for any pro- 
spective increase in tax liabilities in the following year ; 

4. All the financial transactions of the central government with the 
private sector of the economy go through the central budget ; 

5. Output is entirely home-produced, i.e. there is no income from 
foreign investments ; 

6. We are dealing with a closed economy, so that an increase in national 
income does not result in increased imports, and 

7. The decisions of entrepreneurs to undertake investment are not 
affected by an increase in the national income or consumption. 

Now for the figures. In Table A below we have a skeleton White Paper 
for our model economy, which has a national income of £3,000 millions. 
The first column (which corresponds to the left-hand sides both of Table I 
and Table II in our own Budget White Paper) shows that two-thirds of this 
income goes in wages and salaries and the remaining third to rent, interest 
and profits. The second column (corresponding to the right-hand side of 
Table 1) shows that one-fifth of the national output is absorbed by public 
expenditure on goods and services, a further 10 per cent. represents the output 
of capital goods, and the remainder, of course, represents consumption goods. 
The third column shows the allocation of money income and corresponds to 
the right-hand side of Table II in the Budget White Paper. Since the Budget 
is balanced, 20 per cent. of incomes are naturally taken by taxation to pay 
for the {600 millions of public expenditure on goods and services. Savings 
of £300 millions exactly finance the net investment and, of course, the remaining 
£2,100 millions are devoted to consumption spending. 


TaBLe A 
NATIONAL INCOME, ETC., AT OUTSET 
£m. £m. | ém. 
Rent, Interest & Profits 1,000 | Public Expenditure. . 600 | Taxation a ad 600 
Wages & Salaries .. 2,000 | Net Investment - 300 | Savings ee = 300 
Consumption Goods | Consumption Ex- 
Output... . 2,100 | penditure .. .. 2,100 


j 
3,000 3,000 3,000 


We now have to consider the effect on incomes and all the other factors of 
an increase in Investment, which for the sake of simplicity may be supposed 
to take the form of an increase of {100 millions in public expenditure without 
any increase in taxation—that is, a budget deficit of {100 millions financed, 
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again for the sake of simplicity, by the printing and issuing of £100 millions 
of notes. It is obvious that the resulting increase in national income will 
be greater than {100 millions, because the original recipients of the {100 
millions of notes will not simply hoard them. They will probably save a part, 
but will use the remainder for spending (in the case of companies this means 
pay them out as wages, etc.), generating a fresh lot of income; and the 
recipients of the spent notes at the second remove will in turn spend a pro- 
portion of their additional income, and so it goes on. Let us suppose that 
on the average each person or company whose income has increased spends 
one-half of that addition and saves the remaining half. In that event, the 
{100 millions of deficit spending will generate an increase of £200 millions 
in the national income (since Z 100 + 100($) + 100(})?+ 1o00($). . . = 200). 
In other words, if on the average one half of marginal income is saved, then the 
income Multiplier will be 2, and Table B shows the resulting changes in income 
and savings on that assumption. On the other hand, if only one-tenth of 
any increment of income is saved, then the Multiplier will be 10 (£100 millions 
of additional spending will raise the national income by {1,000 millions).* 
Table C shows what happens on that assumption. 

















TaBLe B 


NATIONAL INCOME, ETC., WITH {100 MILLIONS BUDGET DEFICIT AND 
MULTIPLIER OF 2 

















£ £ £ 
nt, Interest & Profits! 1,100 | Public Expenditure. . 700 | Taxation as se 600 
Wages & Salaries' .. 2,100 | Net Investment od 300 | Savings ‘ ‘ii 400 
| Consumption Goods Consumption “Ex- 
| Output... a penditure .. s+ 2,200 
“ ——me ff ———— _——_— 
| 
3,200 | 3,200 3,200 





The marginal share of profits, etc., is taken as 50 per cent., although their share in ¢ofa/ income 
was only 33 per cent. 






TaBLeE C 


NATIONAL INCOME, ETC., WITH {100 MILLIONS BUDGET DEFICIT AND 
MULTIPLIER OF 10 























£ é f 
Rent, Interest & Profits 1,500 | Public Expenditure. . joo | Taxation Ss ie 600 
Wages & Salaries .. 2,500 | Net Investment aa 300 | Savings : oe 400 
Consumption Ex- Consumption ‘Ex: 

penditure .. ..- 3,000 | penditure .. .. 3,000 

a | ——— 

4,000 | 4,000 | 4,000 

' 








How inflationary has been this budgetary deficit (which for this purpose 
might equally well have been an increase of £100 millions in capital outlay 
or in any: kind of spending whatever)? Well, if there were unemployed 
resources to be drawn into production, it will clearly not have been inflationary 
at all—unemployment will have fallen and output have increased by the 
equivalent of the increase in incomes, so that prices will be unchanged.t 
If, on the other hand, there was no unemployment and the economy was fully 














* Since 100 + 100(%) + 100( 4)?+ 100( #)®. . . = 1,000. 

¢ Strictly speaking, this is true only on the assumption that the unemployed resources are 
no less efficient than those already employed—in technical jargon that ‘‘ all supply curves are 
horizontal.’’ 
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expanded at the outset, then the extent of the inflationary impact depends 
on the willingness of the public as a whole to save a large part of any addition 
to its money income. With a multiplier as low as 2, consumption goods 
prices will have risen only by 6.7 per cent.* On the other hand, if the 
Multiplier is as high as ro, prices will have risen by more than 33 per cent. 
And this is in spite of an tcrease in consumption goods output ; for in this 
highly inflationary situation the Government will have secured a smaller 
command of resources by spending an additional {100 millions; the extra 
expenditure will have sent prices up so rapidly that the Government would 
have to pay more for all the goods and services it was buying originally and 
raise the wages of all its original employees to avoid losing them to the con- 
sumption goods industries—hence the cumulative character which is an 
essential feature of a runaway inflation. 


IV 

But there are further repercussions to consider. Let us now ignore the 
net investment shown in the tables and suppose that hitherto the community 
had been spending on consumption the whole of its income after taxation, so 
that the £100 millions budget deficit is the sole Investment for the period and 
the acquisition of those {100 millions of notes from the Government the only 
saving by the public. It is most unlikely that the public should wish 
permanently to hold the whole of its additional {100 millions of assets in the 
form of notes. Given the banking habit, it will undoubtedly pay a large 
proportion of them into the banks, and we may suppose the banks in turn to 
pay over a large proportion of the notes they receive in subscriptions to 
Treasury deposit receipts. If the banks are then satisfied with their assets 
structure (the wartime position), there is no need to reckon with any pyramiding 
of credit in the next period. The public having also distributed its additional 
money in the proportions it prefers as between notes and deposits—having, 
in fact, determined by its preferences the amount of the increase in bank 
deposits—we might seem at first sight to have reached a position of equilibrium. 

Even after these adjustments have been made, however, the fact remains 
that the public will still be holding the whole of its additional savings in liquid 
form, whereas normally it would hold only part of its assets in liquid form 
and part in some long-term form, such as gilt-edged securities and industrial 
shares. If the Government has new issues on tap, will there not be a tendency 
for some part of the increase in deposits to be cancelled by subscriptions on 
the part of the public to the tap issues ? Or if the supply of securities is not 
increased, will there not be a tendency for the public to bid up existing securities 
and thus cause interest rates to fall ? 

To answer this question, we have to make some further assumptions. 
Let us suppose that over the years our community has accumulated a money 
stock (notes and deposits toge ther) of £I, 500 millions, and also £4,500 millions 
of other assets. That is, it has been in the habit of holding only one-quarter 
of its assets in liquid form, but on the other hand it has been accustomed to 





*In Table A, consumption goods account for 70 per cent. of the national output; in 
Table B they represent only 68.5 per cent. of total output, so that £2,200 millions is being spent 
on goods that would formerly have sold for only £2,060 millions. 

¢t Consumption goods output has risen from 70 to 75 per cent. of the total, but £3,000 millions 
is being spent on goods that at the original price level would have been worth only £2,250 millions. 





NATIONAL INCOME AND BANK DEPOSITS 81 


holding a money stock equal to one-half of its annual income of £3,000 millions. 
Now, it is true that the whole of the additional savings are so far held in liquid 
form ; but on the other hand, incomes have been rising. Under the conditions 
prevailing in Table B (a Multiplier of 2), the addition to the public’s money 
holdings has been equal to exactly half the increase in incomes. In other 
words, the normal ratio between income and the money stock has not been 
disturbed in any way. We may conclude, therefore, that there will be no 
tendency to convert cash into long-term securities; the prices of existing 
securities will remain unchanged, interest rates also will be unchanged and 
the additional money will remain outstanding. 

On the other hand, if the marginal propensity to save is extremely low, 
as in Table C with a Multiplier of 10, the increase in the money stock will be 
only one-tenth of that in incomes, and the ratio of the total money stock 
to total incomes will have fallen. In spite of the additional notes and deposits, 
consequently, the public will feel not more liquid but less liquid than before and 
interest rates will tend actually to rise. 

From these examples, therefore, we can see that when the national income 
is rising, it is in principle very difficult to bring down interest rates, even by 
financing deficit expenditure entirely through the banking system, unless 

(a) the marginal propensity to save is very high (either spontaneously or 

as the result of rationing and price control) and/or 

(b) the public normally holds a money stock equal to a very small fraction 

of the national income. 

In an actual economy, of course, the inflationary effect of additional 
spending—the income multiplier—is reduced by the fact that taxation auto- 
matically rises with income. In practice, too, the mere announcement of a 
cheap money policy, as distinct from its implementation, may cause an 
improvement in business confidence (i.e. a decrease in liquidity preference) 
that will bring down interest rates through a decline in the demand for liquid 
assets in advance of any addition to their supply. 

Let us carry the analysis a stage further, however, and consider what 
happens in the following year. The position now is that a continuing budget 
deficit of £100 millions a year (or some offsetting increase in consumption 
spending or capital formation) will be needed merely to mainiain the national 
income at its new level. Suppose once again that a budget deficit of £100 
millions is financed entirely by the issue of notes. At this stage we have 
an addition to the money stock with mo increase in incomes. The ratio of 
money holdings to national income will rise, and in Table B conditions— 
Multiplier 2—there will be a tendency for the whole of the additional money 
to find its way into long-term securities ; there will be a strong downward 
pressure on interest rates unless the whole of the additional money is mopped 
up by the issue of Government loans (or what comes to the same thing, by 
open-market operations on the part of the central bank). Even under Table C 
conditions—Multiplier 1o—the second and subsequent years’ operations will 
help to restore the normal ratio between money stock and national income, 
reduced by the initial dose of deficit spending, so that interest rates will start 
to come down again—unless the initial sharp rise in prices still further reduces 
the willingness to hold savings in money form, so that the Multiplier rises 
still higher. Assuming that the Multiplier is constant, however, then we see 
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that when incomes are stable or falling, it becomes comparatively easy to bring 
down interest rates by increasing the supply of liquid assets. 
V 

We are now in a position to apply these principles to our original question 
concerning the trend of bank deposits in the post-war period. Everybody 
recognizes that after five years of deprivation the propensity to save is likely 
to be extremely low for a time. In an uncontrolled economy, in other words, 
every pound of spending of any kind would generate several pounds of addi- 
tional income ; but the inflationary tendency of such spending would be pre- 
cisely the same, in the first instance at any rate, whether the additional invest- 
ment took the form of a budget deficit financed in a traditionally inflationary 
form, such as Ways and Means advances, or of capital formation by entre- 
preneurs financed by new capital issues or by drafts on their own cash resources, 
without any increase at all in the volume of money. To generate the necessary 

savings without inflation it will, therefore, be necessary to maintain the direct 

restraints on consumption spending of rationing and price control; and to 
prevent an inflationary scramble in the capital goods sector of the economy 
it will be necessary to continue the allocation of labour and raw materials.* 

Let us suppose that by these means the authorities are successful in restrict- 
ing aggregate demand to just that figure which the economy can support at 
the existing level of prices, a figure w hich we shall suppose to be £7,500 millions. 
We will assume further that one-sixth of this national income is absorbed 
by net investment by “ companies,” and a further 20 per cent. by public 
expenditure on goods and services, the budget being balanced. Our skeleton 
Budget White Paper would then appear as follows : 


TaBLE D 
£m. | £m. {m. 
Rent, Interest & Profits 2,500 | Public Expenditure.. 1,500 | Taxation a .+ 1,500 
Wages & Salaries 5,000 | Net Investment .. 1,250 | Savings ; s« 8,990 
| Consumption Goods Consumption ‘Outlay 4,750 


Output... . 4,750 


| 


7,500 | 7,500 | 7,500 


' 


The £1,250 millions of savings have their origin, of course, in the fact that 
the public have been prevented from spending more than three-quarters of 
their net income (this being the cost at existing prices of the consumption 
goods available), the remaining quarter being perforce left unspent. The 
financial counterpart of these savings, however, and the question what is 
happening to bank deposits, depend on the methods by which the new in- 
vestment is financed. For example, companies might simply draw on their 
own cash resources for the whole £1,250 millions, transferring to the public 
notes and deposits already in existence. Or they might sell to the public 
£1,250 millions of existing gilt-edged securities, or issue £1,250 millions of 
new industfial securities on the capital market, the volume of money again 
remaining unchanged. Or, finally, they could borrow the whole sum from 
the banks, and if advances are increased without any reduction in other 





* Control over access to the capital market is in principle a useful secondary check, though 
liable to be used ignorantly in practice. 
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assets, the whole of the new investment will initially have its counterpart 
in additional bank deposits. In practice, the new investment will un- 
doubtedly be financed by a combination of all these methods. 

At this stage, it is impossible to say what is happening to interest rates, 
for the fact that saving inevitably equals investment naturally does not 
mean that interest rates will automatically be unchanged. Nor does the 
fact that direct controls have been needed to generate the necessary savings, 
owing to a low propensity to save, mean that interest rates must necessarily 
be tending to rise. On the contrary, the fact that the public is unable to 
spend the whole of its income, and companies unable to carry out more than 
a permitted quantity of investment, should itself render people less anxious 
to secure command of cash and more willing to hold long-term securities, 
thus tending to reduce long-term interest rates. But in principle the trend 
of interest rates at a particular moment is quite independent of the factors 
affecting the supply of savings. It is governed simply and solely by the 
public’s liquidity preference. If the companies choose to finance their new 
investment by realising their gilt-edged holdings, for example, then it depends 
entirely on the willingness of the investing public to part over this period with 
{1,250 millions of cash in exchange for long-term securities, whether these 
sales take place at rising, stationary or falling prices (assuming, of course, 
that there is no official intervention to alter the supply of liquid assets). 

VI 

Let us now take some hypothetical figures to illustrate how this {1,250 
millions of investment may be accompanied either by an increase or a decrease 
in bank deposits, according to the liquidity preference of the public. First 
we will consider conditions which favour a funding of deposits. It will be 
assumed that our model economy is normally in the habit of holding a money 
stock equal to one-half of its national income. At the end of the war we may 
suppose the money stock to have been increased through deficit finance to 
£5,000 millions, comprising £1,000 millions of notes and {£4,000 millions of 
deposits. If the public decides that the war, with its uncertainties, being 
over, it now requires only its normal money holding, equivalent to six months’ 
income, then the money stock can be reduced to £3,750 millions without 
driving up interest rates; that is, the public will be willing to subscribe, say 
£250 millions of notes and {£1,000 millions of deposits in exchange for Govern- 
ment securities on the prevailing yield basis. 

We will suppose further that “companies ’’ finance {£1,250 millions of 
investment in the following manner: as to £250 millions by borrowing from 
the banks, as to {400 millions by capital issues and as to the remaining £600 
millions by selling their gilt-edged holdings to the public. The position of 
the banks will be that deposits fall (as assumed) by £1,000 millions, despite 
an increase of {250 millions in advances, £1,250 millions of T.D.R.’s being 
paid off. The Treasury has to redeem not only these T.D.R.’s but also {250 
millions of Treasury bills, formerly held by the Issue Department against 
the notes which we have supposed to return from circulation. It finances 
these two operations by issuing £1,500 millions of new Government securities 
to the public, thus substituting long-term debt for short-term debt but leaving 
the total national debt unchanged. 
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We are now in a position to draw up a balance sheet for “‘ the public ” 
in account with ‘‘ companies ” and with the Treasury, as follows : 


£m. 
NOTES es ar Ad 4 we ea a ni — 250 
BANK DEPOSITS: 
Redeemed T.D.R.s = ee is 
Counterpart of additional advances... ‘ — 1,000 
NEW INDUSTRIAL SECURITIES issued by companies. i wr + 400 
(OLD) GILT-EDGED bought from companies .. ns os < + 600 
(NEW) GILT-EDGED bought from Treasury .. aa wa a + 1,500 


NET SAVINGS +e ‘a ei + T + 1,250 


That is, of course, no more than one hypothetical way in which the trans- 
actions between companies, the public and the Treasury might work out. 
The result would be precisely the same if instead of cashing in T.D.R.’s the 
banks were to unload {1,250 millions of their investments on to the public. 
In the conditions assumed, such selling would not adversely affect the gilt- 
edged market. Or again, the companies might retain their gilt-edged holdings 
and issue £1,000 millions of securities on the capital market instead of {£400 
millions. The possible combinations are infinite, the only condition—as 
pre-determined by the liquidity preference of the public—being that the 
public parts with £1,250 millions of liquid assets and acquires £2,500 millions 
of long-term securities, while companies lose assets or take on fresh liabilities 
for a total of £1,250 millions as the counterpart of the new investment, and 
the total of Government debt held by the public and the banking system 
together is unchanged, the budget being balanced. 

Let us now consider the opposite case in which liquidity preference is 
extremely high—the public is unwilling to take up additional long-term 
securities at the low yields prevailing, but on the contrary wishes to hold a 
large proportion of its current savings in liquid form. Not only are there 
no buyers for the {600 millions of gilt-edged thrown on the market by 
companies, but in addition the public sells £150 millions of its own gilt-edged 
holdings in order to switch into the new industrial securities being offered 
on the capital market. To support the gilt-edged market, the official buyer 
absorbs the whole of these £750 millions of gilt-edged offerings, and together 
with the rise of £250 maillioms in bank advances these operations have the 
effect of increasing the money supply by £1,000 millions (we will again suppose 
that one-quarter of this increase take the form of notes and the rest of bank 
deposits). 

The balance sheet of the public now takes the following form : 


NOTES 
BANK DEPOSITS : 

Increase in T.D.R.s 

Increase in advances cs 
NEW INDUSTRIAL SECURITIES issued by companies. : 
(OLD) GILT-EDGED sold to Treasury : 


NET SAVINGS 


Once again, of course, the individual items assume almost any 
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magnitude, the only condition being that they should add up to £1,250 
millions. In these unfavourable conditions, for example, companies might 
prefer to postpone their new issues and meanwhile to borrow £650 millions 
from the banks instead of only £250 millions, while the public might then 
take up {250 millions of new Government securities instead of selling {150 
millions of old gilt-edged. In that event, the Treasury would be financing 
the supporting purchases of the £600 millions of gilt-edged sold by companies 
as to only {100 millions by the issue of T.D.R.’s, £250 millions by issues of 
notes in response to the public demand for them, and as to the remaining 
{250 millions by sales of new gilt-edged to the public. 


VII 

Neither set of figures, of course, is intended as an illustration of what 
is likely to happen in practice. Nevertheless, the guess might be reasonable 
that the conditions will conform more nearly to the first example than to 
the second. We know, for instance, that during the war the quantity of 
money has been rising even in relation to the greatly expanded national 
income. We know, too, that in the transition period the national income is 
bound to show some decline from its wartime peak, owing to the reduction 
in overtime and the withdrawal from the labour market of many persons 
not normally seeking employment, such as many married women, to say 
nothing of the inevitability of some transitional unemployment. From this 
point of view, the conditions favour a reduction in bank deposits to something 
well below their prospective end-war level. The public should be feeling 
extremely liquid and investors should, therefore, be willing to take up long- 
term securities in exchange for liquid assets on a low yield basis, to see some 
diminution in their total money holdings without interest rates tending to 
rise. On this basis, the banks should be able, without the gilt-edged market 
suffering, to dispose of other assets, such as T.D.R.’s and investments, on a 
greater scale than the increase in their advances. 

It might be objected, of course, that far from being willing to take up 
additional securities, both the public and companies will be scrambling to 
exchange their existing security holdings for cash in order to spend on con- 
sumption and investment. But this is contrary to the hypothesis that both 
consumption spending and investment will be strictly regulated. If this 
is done, people would have no immediate use for the cash derived from a sale 
of securities, and sooner or later the selling pressure should fall off and be 
replaced by a buying pressure as the quantity of unusable cash mounts up. 

For the rest, the figures are intended to illustrate the fundamental point 
that whether it will in fact be possible to fund bank deposits without smashing 
the gilt-edged market will depend entirely on the liquidity preference of the 
public and on nothing else. It does not depend on the willingness to save, 
since the necessary savings will have to be generated by direct means ; it 
does depend on the willingness of the public to hold their savings, both past 
and current, in invested form instead of in liquid form. Nor does it depend 
on whether the budget is balanced. If the desire to hold cash is sufficiently 
low, the funding of bank deposits could take place simultaneously with a 
budget deficit. (In the first example, part of the £1,250 millions of “ invest- 
ment ’’ might equally well be a budget deficit.) Conversely, the authorities 
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might still be forced to expand the basis of credit in order to support the 
gilt- edged market, even if there were a budget surplus. It is the liquidity 
preference of the public which decides whether a revenue surplus can be 
applied in funding short-term debt without depressing gilt-edged prices. Once 
the maintenance of low interest rates has been made the primary object of 
policy, in fact, the whole of the national debt is in effect payable on demand at 
something near par value, regardless of nominal maturity dates, since the 
authorities have no option but to support the market indefinitely and exchange 
cash for securities without limit. In other words, once the Government is 
irrevocably committed to a cheap money policy the authorities ipso facto 
lose all control over the volume of credit and the supply of short-term assets 
in general; credit policy is determined by the preferences of the public. 

This is why a cheap money policy in a period of potential inflation renders 
direct controls over spending absolutely indispensable. The retention of 
controls throughout the transition pe riod is not a political issue, because the 
possibility of removing them without rampant inflation is decided by factors 
outside the control of any government. Given direct controls, of course, 
the support of the gilt-edged market implicit in a cheap money policy no 
longer holds any inflationary threat of an immediate kind, though the creation 
of additional credit may well prolong the period of potential inflation and 
thus delay the time when supply and demand are again in harmony at the 
existing price level and it becomes safe to remove the controls. This is only 
another way of saying that the controls cannot be removed until spontaneous 
saving is sufficient to finance the level of investment demanded by the capital 
requirements of industry, together with any budget deficit. Thus, our broad 
conclusions about the monetary situation in the transition period may be 
summarized : (1) It will probably be possible to fund bank deposits to some 
extent without driving up interest rates, even before the budget is balanced 
and in spite of an increase in bank advances, and (2) it depends entirely on 
the success of the savings movement after the war how soon we can hope to 
return to a free economy under any government. 


Tue Trustee Savings Bank Association reports a record addition of £84.3 
millions to the resources of these banks for the year ended November 20 
last. The total funds registered an increase from £521.9 

Trustee millions to {606.2 millions, making a cumulative rise of 
Banks {261.7 millions in five years. During the year, a further 
Expansion 268 000 accounts were opened, raising the number to 5,346,661. 


British Mutual Bank 


The British Mutual Banking Co., Ltd., has shortened its title to British Mutual Bank 
Ltd. The bank has operated from the vicinity of Ludgate Circus ever since its establish- 
ment in 1857, and its business has expanded in a marked degree during the war years. 
Sir William H. Davison is the present chairman. The bank is a member of the British 
Bankers Association and one of the few remaining independent joint stock banks. 
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The French Money Market 
By Jean Claude 


market in Paris must be the recent trend of interest rates. On January 20 

of this year, the Bank of France discount rate was lowered from 1} to 
12 per cent., this being the lowest rate ever fixed in the long history of that 
institution. The decline in interest rates to these record low levels has 
been the result of a continuous process of monetary control somewhat similar 
to the “cheap money policy ’ adopted in the United Kingdom after the 
abandonment of the gold standard in 1931 and the War Loan conversion of 
1932. A cheap money policy affects both long and short-term interest rates, 
and although we are primarily concerned with the short-term rate in relation 
to the French discount market it is not possible entirely to ignore the con- 
ditions for longer term borrowing. 

In the late thirties the conditions prevailing in France were such that 
the budget deficit, increased by re-armament expenditure, made the Govern- 
ment a constant borrower. As a result, both official and private borrowing 
was contracted at expens " rates, although the Bank rate was maintained 
at the reasonable level of 2 per cent. In 1939, the “‘ Bons d’Armement ” 
were issued at the nage rates: Six months, 2} per cent.; one year, 
3 per cent. ; two years, 3} per cent. In addition, there were the “ Bons de 
la Défense Nationale ” of three years’ duration, offered at 4 per cent. These 
rates will appear abnormally high if one compares them with the extreme 
ease and cheapness with which Great Britain and the U.S.A. were then financing 
their floating debts. When industrial or commercial firms of repute were 
allowed by the hard-pressed Treasury to come on the market and compete 
for long-term money by offering their debentures to the public, they had to 
offer nominal rates of about 6 per cent.—which of course implies that they 
had to meet a much heavier burden when issuing costs are also taken into 
account, and as a result of the usual practice whereby a part of the tax on 
interest paid is met at the expense of the borrowing concern. A further 
indication of the high price which had to be paid for money by French industry 
is given by the fact that the semi-official Crédit National was then granting 
well-secured medium-term (mostly Io years) credits at the rate of 7.15 per 
cent. per annum. 

Such were the conditions ruling on the eve of the war. The development 
of the conflict was soon to alter them profoundly. Under the German 
occupation, the budgetary deficits grew vastly heavier with the burden of 
indemnities to be paid. Monetary inflation set in to meet part of these 
deficits, and as opportunities for investment or capital flight had con- 
siderably dwindled there was soon a monetary abundance. Although part 
of the increased note circulation was hoarded, a large part of the money spent 
either by the French authorities or by the Germans in France was seeking 
active employment. Savings banks witnessed a steady and progressive rise 


"Tm background to any discussion of the development of a discount 
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in their figures; industrial and commercial enterprises, unable to replenish 
their requisitioned or exhausted stocks, had huge surplus funds, part of which 
found their way to the deposit banks, the remainder seeking investment in 
bills or short-term bonds. 

Such circumstances were clearly highly favourable to a lowering of rates, 
but general conditions were too uncertain however to permit the floating of 
long-term loans on a large scale. The French Government therefore financed 
its expenditure by a steady increase in both the note circulation and the floating 
debt, which—very roughly—were both increased from Fcs. 150 to 600 billions 
during the German occupation of France. This is a met increase which takes 
into account the yearly issues of longer-term Government securities on a 
moderate scale, partly for cash and partly in consolidation of shorter-term 
indebtedness, as follows : 


Nominal Amount 
Type of Issue Rate. Fes. Mn. 
Post Office, 30 years 1941-71 ae aie ( 6,172 
Caisse Autonome, 50 years I194I-91 .. - 4% 28,190 
Loan, 60 years 1942-2002 cd ne ; 33 35,300 
Conversion of 4% 1925 ca ia se 3 % 9,684 
1943 Treasury Bonds, 30 years 1943-73 nh aa y 30,000 
Post Office, 30 years 1943-73 .. ei ‘ia : 3,342 
Caisse Autonome, 15 years 1943-68 .. “se Y. 13,962 
1944 Treasury Bonds, 30 years 1944-74 i ais / 10,000 


Incidentally, the above table brings out clearly the significant success of the 
French Liberation Loan issued at the end of 1944, a perpetual loan for 
Fes. 167 billions at the rate of only 3 per cent. 


Reverting, however, to the conditions during the occupation, it can readily 
be understood that the regular issues of Treasury bills (which had replaced 
the Bons d’Armement) were readily absorbed by the banks, whose deposits 
were rising, the insurance companies, the industrial and commercial firms 
glutted with surplus balances, the farmers who could spend neither on main- 
tenance repairs nor on fertilizers, and finally the public at large, which was 
kept out of the share market by the high taxation and the uncertain future 
of French industries. The Treasury was not, however, the only beneficiary 
of hese conditions, for a considerable amount of commercial and industrial 
debentures were converted between 1941 and 1944 from nominal rates of 
6 or even 7 per cent. to nominal rates of 5 and later 4} per cent. or even 
4 per cent., with a resultant saving of very considerable amounts in fixed 
financial charges. 


These circumstances explain why it has been possible to witness simul- 
taneously an increase of Fcs. 860 billions in State indebtedness—which was 
thus more than doubled between 1940 and the liberation—together with a 
gradual improvement in short-term money rates. The following schedule 
illustrates this decline in the Bank rate and in bill rates. It should be 
remembered that under names which vary frequently (Bons du Trésor, Bons 
d’Armement, Bons de la Défense Nationale, Bons d’Epargne) the French 
Government issues on tap bills of maturities varying from three months 
(more accurately, 75 to 105 days at the will of the lender) to three years. 





3ank 
Rate 3 months 6 months 1 year 2 years 3 years 
O/ os o/ 0/ 0/ 


o/ 
°o oO 4o 


End 1939 . 2 23 3 34 4 
1941 March 17 1% 2 24 3 34 
1942 (May 18) 14 12 2} 24 Discontinued 
1944 Oct. 30.. 13 1? 2 2} —_ 
1945 (Jan. 20) 1 1% 1} 2 a Discontinued 


The above rates are the official rates: those printed on the bills and at 
which the public can obtain the bills from the official departments or the 
banks. The banks themselves, however, obtain slightly better terms on the 
bills of six months’ maturity or more, since they receive a subscription com- 
mission which improves somewhat the yield of these bills. At present, for 
instance, the commission raises the effective yield on one-year bills from 
1.75 to 1.81, and on two-year bills from 2 to 2.12 per cent. 

It may be noted here that, in sharp contrast with the London practice, 
the three months’ Treasury bill is not a money market counter in Paris. 
This is due to the fact that the discount houses cannot obtain money cheaply 
enough to run them without a loss. The French three months’ Treasury 
bills are mainly held by the banks, who can run them against their current 
account liabilities and—in case of emergency—rediscount them at any time, 
although at a small loss, with the Central Bank. 


The Paris Discount Market 


The handling of this enormously increased French floating debt and the 
gradual reduction of its cost have been greatly helped by the development 
of the Paris money market. This market is as much dependent upon the 
French Treasury bill as the London money market is now tied to the British 
floating debt. The Paris market deals almost exclusively in Treasury bills 
dated from six months to two years, which are therefore more or less equivalent 
to the London blending of British Treasury bills and short bonds. Both 
the Paris and the London markets represent the marginal zone where Treasury 
bills and “‘ shorts” are carried from day to day on the surplus cash of the 
banking institutions. However, these similarities have developed only in 
the very recent past and the Paris money and/or discount market is quite 
a new creation. Whilst the bill brokers of London form a time-honoured 
institution, the Paris discount houses represent a new development. It may 
even appear uncertain what shape the Paris market will ultimately take. 

Although formed in 1928, the “ veteran’ Paris discount house only took 
shape and size in 1935. It is the Compagnie Parisienne de Réescompte 
(C.P.R.), formed by a broker of outstanding personality and knowledge, 
Mr. Destrem, for years the leading personality in the Paris short-term market, 
who was, most unfortunately, killed in 1941 in the Champs Elysées by a 
German driving mad. The C.P.R. has now a capital of Fcs. 60 millions and 
published reserves of Fcs. 8.5 millions. This institution has been so far the 
leader of the market and is assumed to entertain a close relationship with 
the Central institution. It was, in point of fact, in 1935 that the Bank of 
France simultaneously encouraged the development of the C.P.R. into what 
became the first real discount house and provided the necessary machinery 
to permit such houses to run a huge portfolio of Treasury bills on short money 
by creating the “‘ safety valve ’’ of the ‘‘ special advances.” 
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These advances are granted by the Bank of France on agreed terms at 
Bank rate for periods of not less than five nor more than 30 days, against 
Government bills of a maturity not exceeding two years. They constitute 
the vital safety valve of the whole machine and their use is combined with 
the open-market operations in which the Bank of France takes the initiative. 
The bank intervention in the market may take the form of the purchase 
or sale of bills or occasionally of loans of money. This last type of inter- 
vention occurs frequently enough when a tightness in money is created by 
the paying out of huge sums from the banks to the Treasury after the issuing 
of a loan. 

The Paris discount houses are the following : 

Compagnie Parisienne de Réescompte (C.P.R.), reorganized 1935, 
capital Fes. 60 millions, reserve Fes. 9.5 millions. 

Caisse Centrale de Réescompte (C.C.R.), formed July 1938, capital 
Fes. 50 millions, reserve Fes. 15 millions. 

Société Privée de Réescompte (S.P.R.), formed April 1940, capital 
Fes. 20 millions, reserve Fes. 1 million. 

Union d’Escompte, formed December 1941, capital Fes. 25 millions, 
reserve Fcs. 3 millions. 

Banque d’Escompte, formed 1938, capital Fes. 5 millions, reserve 
Fes. 6.5 millions. , 

It is interesting to trace the origin of these various companies and their 
banking connections, if any. Mainly the property of the Destrem family, 
the C.P.R. has always been closely associated with the Protestant banking 
houses, and as it appears to enjoy a quasi-monopoly for obtaining from the 
Central bank the huge amounts of bills of any particular maturity that one 
or another of the banks may desire, it has, of course, a privileged position in 
its relations with these institutions. It has even been rumoured recently 
that one of the main éfablissements de credit was about to take a share in a 
contemplated increase of its capital. Such a development would obviously 
be most regrettable, as it would lead to a confusion of functions and destroy 
the whole logical basis upon which rests the very justification of banks 
specialized as discount houses. 

The C.C.R. was originally a tripartite holding of the Banque de Paris 
et des Pays Bas, Morgan, and Lazard Fréres. During the occupation Morgan 
withdrew, Lazard were under a special control tending to their liquidation 
and the Banque de l|’Indochine bought over the shares of these two houses. 
Smaller partners were introduced: the Chargeurs Réunis and Banque de 
l’Afrique Occidentale. The S.P.R. was created early in this war by the joint 
enterprise of Banque des Pays du Nord (now Banque de |’'Union Européenne), 
a Schneider interest ; Worms & Cie, bankers, shipbuilders and coal merchants ; 
Vernes & Cie, and a few others. L’Union d’Escompte and the Banque 
d’Escompte conform more to the London conception of a discount house. 
They were both formed by private capitalists (closely connected with various 
industrial or financial groups in the case of l'Union d’Escompte) with no 
special banking connections. 

Although the above-mentioned five firms are the typical “ discount 
houses "’ in Paris, it would be erroneous to suppose that they alone form 
the market. Besides these “‘ maisons de réescompte’’ proper, one must mention 
that quite a number of banks of small or medium size carry on a somewhat 
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similar activity and finance bill portfolios, not only with their own deposits 
but also with funds borrowed from the other financial institutions. There 
are also certain specialized institutions, such as the Caisse de Gestion Mobiliére 
(C.G.M.), formerly Zunz & Cie, now controlled jointly by the Société Générale 
and l’Union des Mines, which is entrusted with the distribution to the market 
of the liquid assets of the Banque de I’Algérie. 

The topographical lecation of banks in Paris shows a considerable degree of 
dispersion as compared with the close gathering of banking houses both in 
the City of London or “‘ down Town” in New York. This circumstance 
makes it impossible for the partners or managers of the Paris discount houses 
to visit the banks on a morning trip round a small district. Dealings are, 
therefore, made over the telephone, and in most cases through the useful 
intermediary of brokers, who deal simultaneously in money and in bills. 
There are about a dozen brokerage firms which live on commissions, ranging 
from 3 per cent. on long bills to 1/16 per cent. on money, whether day to day, 
one or two days’ notice, or monthly. 

The French commercial law does not permit in practice the lending of 
money against a floater of bills and/or bonds. The lender would not be in 
a position—should the borrower fail to repay at maturity—to sell his security 
straight away. He would have to apply to the courts for permission to do 
so: a costly and long procedure. Another technique has been evolved 
whereby the bills given as security for the loan are sold spot and bought forward. 
The lender thus becomes the legal owner of the security and can retain it 
as his if he is not duly repaid. 

It may be added that, contrary to the London practice whereby the Bank 
of England now takes all the necessary initiative to prevent the market being 
“in the Bank,” the Paris houses very frequently make use of their right to 
borrow from the Bank of France at the cheap Bank rate when they fail to 
secure from the market the money which they need to carry their bills port- 
folios. In addition to the Bank of France, the Caisse des Dépots et Con- 
signations, an official institution which carries huge deposits from the savings 
banks and the social insurance funds, plays an important part in the Paris 
money market by lending money for a minimum period of a fortnight at a 
higher rate (which is at present abnormally high at 2 per cent.). The market 
is quite willing to take large sums of money from the Caisse des Dépdéts on 
special occasions and, for instance, when it foresees a fall in the rate. A 
record was recently created if, as is believed, the Paris discount houses and 
banks borrowed over Fcs. 8 billions from the Caisse in anticipation of the last 
reduction in the bill rate. At this juncture, the Caisse thought it fit to raise 
its lending rate as high as 2% per cent. to discourage further speculation. 

As to size, the Paris money market is still quite small if compared with 
London. The bill portfolios of the five discount houses probably amount 
to about Fes. 3 billions and a similar amount is carried by banks on “ pension ”’ 
money. This would make the normal size of the bill and money market 
somewhat above Fes. 6 billions. That is to say that the Fes. 600 billions 
of Treasury bills in existence have their rate fixed in the marginal zone where 
no more than 1 per cent. of them is actually carried. The size of the market 
varies substantially, of course, according to the expected trend of bill and 
money rates, and it probably reached its peak during last December and 
January, when huge calls were made upon both the Central Bank and the 
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Caisse des Dépéts, which did much more than offset the reduction in market 
money. At that time, the market borrowing amounted to Fes. 8 billions 
from the Caisse, Fes. 4 billions from the Bank of France (special advances), 
and there must also have been some Fes. 4 billions on loan from the banks 
and various institutions, bringing the total to about Fcs. 16 billions. 

Such are the main features and the working of the Paris money market. 
Although much smaller in size than the Lombard Street institution, it seems 
to perform its function fairly adequately under the diligent leadership of 
the Bank of France. One might say in conclusion that its further improve- 
ment will come from the gradual strengthening of the discount houses, from 
full publicity on the part of the Treasury as to the amounts issued and out- 
standing of the various types of bills, and from a more general recognition 
by the big banks of the usefulness of specialized banking houses. 


The Institute’s “Banking Diploma” 


(From a Lecturer in Banking) 


stated that the Council was earnestly studying post-war plans. Even 

with this implied promise of awakening enterprise, the members must 
be both pleased and astonished at the speed and vigour with which their 
governing body has acted during the past months, months punctuated by 
serious air-raids and burdened with the anxieties of constant staffing difficulties 
in day-to-day work. The President’s pronouncement in the April issue of the 
Institute’s Journal, entitled ‘The Future Examination Policy of the 
Institute,” deserves a careful reading because of the detailed recommendations 
of the Council, but also because it sets out in good plain language the principles 
which have led to those recommendations. Could the following be bettered 
as a statement of aims ? :— 

“A main function of the Institute is to guide our junior members to 
acquire a sound knowledge of the principles of economics, law and 
accountancy as they apply to the technique of banking. We also try 
to satisfy ourselves at the same time that those members have such a 
command of the English language and such knowledge of the world 
they live in as may reasonably be expected of them as bank officials and 
citizens. The primary function of our examinations is to ¢es¢t our members’ 
knowledge. But the examinations are also designed to guide our members 
in respect of the order and scope of their studies : our examinations are 
a means, not an end. The knowledge, not the diploma, is the real 
objective. This function of guidance by the syllabus and structure of 
the examinations is particularly important in view of the fact that actual 
instruction and preparation for the examination is left by us to other 
bodies. We must give a clear lead to these teaching bodies as well as 
to the candidates themselves.’ 

How do the Council’s recommendations fare when tested by these principles? 
In a critique of the old examination policy (THE BANKER, August 1944) the 
present writer deplored the way in which candidates were allowed to take one 


As the 1944 annual meeting of the Institute of Bankers, the President 
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subject at a time right through both Parts, and he put in a plea for a time 
limit of about five years for the whole examination. The new regulations 
substantially correct the ‘‘ penny numbers ”’ evil, for it will in future be 
possible to take the whole five subjects of Part I in one year, while at least 
three subjects must be passed at one sitting in order to proceed with the ex- 
amination. Part II has been divided into two Sections, but all the three 
subjects in Section I must be attempted at one sitting and at least two of them 
must be passed before the candidate can take the two subjects in Section IT. 

There is one objection to the old syllabus that has been ignored. Candidates 
still have no choice of subjects, although an optional paper on Taxation has 
been superimposed on the ten compulsory papers. Thus the Council has 
unduly restricted that power of testing and guiding at which it is aiming 
and candidates will, for instance, continue to miss both the wide educative 
benefits of a study of Economic History and the training in common sense 
derivable from a course in Statistical Method. 

But within the somewhat severe limits created by an absence of alternatives, 
the new syllabus has achieved a much more workmanlike aspect than that 
possessed by its predecessor. A valuable bit of additional elbow-room has 
been obtained by cutting out English Part II. The Part I English paper will 
in future, it is understood, be at the former Part II level, so that there will be 
no lowering of the ultimate standard ; and if it is really necessary or advisable 
to retain this so-called ‘‘ subject,” this is probably the best way to do it. 
Book-keeping still holds its separate place in Part I, surely an avoidable one 
in view of the Accounting Part II paper now to be specially designed for bank 
men, but it is satisfactory to see Practice and Law of Banking Part I re- 
designated ‘‘ Law and Practice relating to Negotiable Instruments ”—a 
much better description of the paper’s subject matter. 

Tt is when they come to Part II that the makers of the new examination 
policy feel free to break extensive new ground. The elimination of English 
has permitted the introduction in Section I of ‘‘ Commercial Law with special 
reference to the Law relating to Banking,” a paper which must be passed by 
the candidate before he can sit for ‘‘ Practice of Banking” in Section II. 
Then there is a Section I ‘“‘ Currency, Money Market and Public Finance,”’ a 
paper offering extremely interesting possibilities and which must be success- 
fully tackled before “‘ Finance of Foreign Trade, and Foreign Exchange ”’ can 
be attempted. 

This syllabus is to be welcomed for its vigorous realism and its success in 
creating a unity; but, after studying it, one reader at least believes that 
“ the Committees who advised the Council ’’ and who “ have not tried to make 
the examination more difficult,’’ have unintentionally succeeded in raising 
the height of the fences. Now, if this is so it is an important point. The 
writer, in the article already mentioned, put forward a case for abandoning 
the virtual compulsion on bank men to take this examination (with the ex- 
ception of Banking Practice). If that compulsion is going to cease, there is a 
strong case for creating a stiffer test. But if we are returning to pre-war 
in this respect, the percentage pass figures of the thirties, helped out as they 
were by the one-subject-at-a-time candidatures, indicate that it is no use 
hoping that the average student can tackle a more severe syllabus in the 
future. The separate papers may not prove harder, but it is obvious that the 
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grouping described earlier makes the obtaining of the certificate harder. 

The Council considers that it is impracticable to hold the examinations 
in the daytime “ at the present time,”’ and it will perhaps always prove un- 
desirable (as well as impracticable) to let candidates do any considerable 
part of their preparation during banking hours. But no teacher can look 
forward with pleasure to a post-war situation which will be worse than before 
1939 by reason of the fact that for some vears evening classes will be more 
than ever clogged by unwilling conscript fathers mourning the enforced loss 
of their spare time. Such students slow down the pace of instruction and 
constitute at times a serious drag on the men who have entered on their studies 
willingly. Is it too late for the clearing banks to reconsider their policy on 
this point ? 

There is one verbal change which is significant of the new approach. The 
examination is now to be described as for a “‘ banking diploma,” and it will 
be remembered that “ diploma ’’ was the word used before the war when the 
first exploratory steps were taken to set up some kind of more advanced 
banking test than that provided by Part IJ. The Council now recommend 
that nothing be done for the moment about all this but that the question be 
gone into in 1948, by which time we shall all know better where we stand. 
This delay is wise, foi all parties to the New Part I and Ii examination will 
have their hands full. The Institute have the job of producing the fourth 
volume of “ Legal Decisions,’’ covering the judgments of the past twenty 
years ; the textbook writers have to bring out much-amended editions of 
former guides and, in many cases, entirely new works will be called for ; 
the teaching bodies will have to collect their scattered instructors and adapt 
their courses to fit the big changes in the Part II requirements. As at least 
six months may be expected to pass before labour and material even begin 
to be something like adequate to fulfil these tasks, the early days of the Banking 
Diploma will make a ne ‘avy call on the abilities of the teachers and the judg- 
ment of the examiners.* 

Prophecy is, just at present, more dangerous than usual, but it seems safe 
to predict that Englishmen will have to take modern languages much more 
seriously in future if the lost ground in foreign markets is to be recaptured. 
It is therefore permissible to regret the Council’s decision to abolish the. 
language tests formerly associated with Parts I and II and to retain only 
the advanced diplomas. The standard of the discontinued papers was never 
very high, but these easier tests constituted a useful measure and encourage- 
ment, and many a clerk has been led by their existence to acquire a fair know- 
ledge of foreign tongues. 

It would be nothing less than churlish, however, to end on a note of 
criticism. Those who in the recent past have had the task of preparing 
students are bound to disagree with some of the changes now announced, 
but there can be few who will not approve of the main body of the Council’s 
policy as likely considerably to raise the standing of the Institute’s examina- 
tions ; while those bank officials whose task it is to select promising juniors 
for promotion will also rejoice at the setting up of a test whose passing will 
tell something specific about the successful candidate. 


* The present remarks have been confined to the Banking Diploma but it must not be to: 
gotten that the requirements of the Trustee Diploma will also have to be met. 
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Clearing Agreements: the Turkish 
Experience 
By Edward Charles 


URKEY was one of the first countries, apart from Germany, to develop 
"T exchange clearing into a general system for handling foreign trade ; 

she was perhaps the only one to adopt the technique of “ private com- 
pensation” as a way out of its rigidities. Her experience may, therefore, 
be of some general interest at the present time, when the problems of foreign 
trade finance are the subject of lively discussion and a new system, for good 
or for ill, has to be set up to enable trade to move in the post-war world. 
To anticipate our conclusions, we may say that the Turkish experience has 
clearly shown one thing : exchange clearing techniques do not solve, still 
less abolish, the problems of the exchange and the balance of payments— 
they merely modify their form. 

Turkish exchange policy throughout the ‘thirties was dominated by the 
over-valuation of the currency. The Turkish pound (£ T.) had but very 
recently been stabilized at about a tenth of its pre-1914 gold content, after a 
period of inflation and monetary confusion (the paper and subsidiary coin 
of the Ottoman Empire circulated side-by-side with gold coin, and at a great 
variety of discounts). The authorities were therefore reluctant to risk this 
achievement by a further devaluation, which might have destroyed the newly- 
created public confidence in the currency. It seems doubtful whether their 
decision to maintain the nominal value of the £ T. was a wise one; but at 
least they could claim to be in good company. The situation was continually 
aggravated by the gradually accelerating inflation resulting from the great 
programme of railway construction, industrialization and public works by 
which Turkey was being converted into a modern state. These were financed 
for the most part by superficially quite orthodox means, but, as the banking 
system was being very largely developed, balanced ordinary budgets and a 
reasonably stationary note-issue were quite consistent with excessive invest- 
ment and a consequent increase in prices. 

At an early stage the Turkish authorities applied exchange control and, 
since the mere prevention of capital export was quite inadequate to meet the 
situation, the issue of exchange in payment for imports was rationed. As in 
Germany before Dr. Schacht’s ‘“‘ New Plan” the exchange rationing system 
was distinct from the import control by quotas, which was also in force, and 
imports greatly exceeded the available exchange. Importers were not allowed 
to pay their suppliers in £ T. and Turkish exports had to be paid for in 
“devisen ’’: otherwise, of course, the depreciation of the £ T. in the free 
exchange markets of the world would have been unavoidable. Consequently, 
exporters to Turkey had to wait for their money, first for weeks and later on 
for months. At the same time, the import quotas, which were operated on a 
simple system of “‘ first come, first served,” led toa considerable accumulation 
of goods in the customs’ warehouses of Istanbul and Izmir (Smyrna). British 
exporters might find their goods held up three or six months before entry 
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(the quotas being on a quarterly basis) and had then to wait a further uncertain 
but ever-increasing period for payment. 

Germany, of course, had already contracted out of this situation. She had 
always been the principal buyer of Turkish produce—tobacco, dried fruits, 
hazel-nuts and mohair were the leading items—and a clearing was therefore 
bound to suit her turn. Her goods would then obtain more than their pro- 
portionate share of the proceeds of Turkish exports. Besides, the Turkish 
Government decided to exempt from the quota regulations all goods imported 
under clearing. They doubtless aimed both to render clearing attractive to 
foreign governments, and to facilitate the supply of foreign manufactures 
to the semi-starved Turkish market, without imposing a drain on their limited 
supply of “ devisen.”” The Germans, of course, exploited the situation in 
accordance with the technique which has since become widely understood. 
They bought Turkish products even more heavily, driving up prices and so 
hampering still further Turkish exports to other markets. The supply of 
German imports into Turkey, though large and absolutely dwarfing the quota- 
restricted imports of other origin, generally lagged behind the availability 
of Reichsmarks in the Turco-German Clearing. Turkey was faced with 
the problem of frozen clearing credits. At the official rate of exchange, 
payments did not balance. 

Most other European countries followed Germany in negotiating clearing 
agreements with Turkey. They aimed at securing that at least the proceeds 
of their own purchases of Turkish goods should be available to pay their 
own exporters. Some, in particular the French, were especially concerned 
to liquidate the frozen arrears of payment for their exports which had already 
accumulated under the general régime. All those with financially strong 
currencies left the Turkish authorities a percentage (30 per cent. was aimed at) 
of free “‘ devisen ’’ which they required to pay for freight, foreign debt and 
other invisibles and to cover their imports of raw materials and similar 
necessities from overseas countries. It is fair to say that the clearing régime 
was in this sense parasitic upon the existing system of universally negotiable 
exchange. 

It was not until the end of 1936 that the British Government overcame 
its reluctance in principle to enter on the thorny path and negotiated a full 
clearing agreement with Turkey. This applied the clearing technique to the 
principles of a payments agreement negotiated in 1935, by which the Turkish 
authorities were to devote to the payment of their imports from the United 
Kingdom 60 per cent. of the proceeds of their exports to this country. The 
agreement had not given satisfaction, mainly because the real balange of 
Turkish trade with this country was far less favourable to Turkey than the 
British Customs statistics led people to suppose. British exporters were 
therefore still unable tc get payment: and they naturally suspected that the 
agreement was not being properly honoured. In fact, there was a certain 
amount of perfectly legal coercion which the Turkish authorities could not 
prevent. Mohair, for example, was exported to France. under the private 
compensation régime, thus earning an exchange premium which enabled it 
to be re-exported to this country and undersell the directly imported article. 
The imposition of British Clearing Office regulations put an end to this (com- 
paratively minor) evasion, but it could not and did not do anything to right 
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the actual situation. Indeed, this became worse, as the Turkish import 
quotas on British goods were 2bolished, and the only brake upon the import 
of British goods with Turkey was now the delay in payment. This delay had 
reached the fantastic period of three years by the time the arrears were funded 
by means of a British credit to Turkey in 1940. 

The Clearing Agreement of 1936 permitted on a very small scale the use 
of the private compensation mechanism which Turkey had already introduced 
in some of her other clearing agreements. Under private compensation a 
Turkish exporter, instead of receiving payment at the official rate of exchange 
for the proceeds of his export, could use these proceeds (or a part of them) 
to purchase foreign goods for import into Turkey. In practice, he sold the 
right to do this, through a broker, to a Turkish importer. The importer, 
enabled thereby to give his supplier relatively prompt payment, and so 
probably to obtain goods which he could not otherwise have procured, was 
prepared to pay a substantial premium for this ‘‘ Takas ” (the Turkish word 
for barter) : at one period the premium on sterling Takas reached 70 per cent. ! 
The premium, of course, increased the receipts in £ T. of the Turkish exporter : 
and the whole process resulted, in eftect, in a depreciation of the Turkish 
currency in respect of the particular transaction, without affecting its nominal 
quotation. 

The Turkish authorities used this compensation procedure to encourage 
“additional exports,”” as Dr. Schacht would have called them. They were 
not prepared to allow its application to the staple export products in their 
normal markets. Exactly where the line should be drawn was obviously a 
matter of negotiation. The British, for example, in the 1936 Agreement 
only agreed to admit a very short list of minor products to compensation. 
For, of course, the proceeds of Turkish compensation exports, though they 
passed through the administrative control of the Clearing Office, escaped 
its purview. Compensation sterling was, as it were, “ off the ration.’”’ And 
although the few British exporters who found means to use it paid handsomely 
for the privilege (or rather their Turkish buyers did) the multitude of traders 
waiting, more or less patiently, in the queue were liable to complain when 
these enterprising ones walked past them to the counter to be served first. 
It was necessary to prove beyond a peradventure that it was only if sold 
“off the ration”’ that the sterling could be made available at all. The Turkish 
point of view was naturally different. Imports paid for by compensation 
means were grist to the mill of their economy; and they would doubtless 
have admitted to the compensation list any article which, if its sterling sale 
price were reduced in this way, was likely to yield greater total proceeds than 
if sold at the high price dictated by the official exchange rate. In the jargon 
of the economists, if the elasticity of demand exceeded one, private com- 
pensation would suit their book. 

But the method had its disadvantages. In Turkey, as in wartime Britain, 
luxury goods could often fetch higher prices than necessaries: and the com- 
pensation transactions naturally tended to go where profit called. Although 
there was a real market for Takas (some brokers even sold forward short) 
it was a narrow one: the amounts available were limited, the formalities 
considerable, the supply divided up into the currencies of the different countries 
which could not be mutually interchanged, and even sometimes into specified 
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lists of permitted imports for compensation against specific exports. Premiums 
therefore fluctuated violently in time and were different for each currency. 
Some brokers who had sold short defaulted when the premium rose sharply, 
thus leaving the importer to bear the loss or to disappoint his supplier by 
paying through the clogged mechanism of the general clearing. 

Until the war caused a general disturbance of Turkish foreign trade, the 
trend was to extend the scope of private compensation and at the same time 
to bring it under some control. The lists of Turkish goods permitted, by the 
clearing agreements, to be exported under compensation became larger ; 
some trading under this régime was permitted with non-clearing countries. 
Dealings in Takas were centralized in a semi-official company c called ‘ lakas 
Ltd.,”’ ‘and some of the abuses of the previous system overcome. In effect, 
the Turkish currency was being devalued piecemeal; and the process was 
so far successful that it was possible to quote an unchanged official value 
for the £ T. while a good pact of Turkey’s trade with countries other than 
Germany was being carried on at other rates altogether. 

Most of Turkey’s clearing arrangements were in disequilibrium ; Germany 
was heavily in debt to Turkey, and Turkey to most of her other major trading 
partners. The clearing mechanism, of course, prevented the German credit 
being set off against the other debts; and it provided no means by which 
equilibrium could be attained. Partly on political grounds, partly to unfreeze 
their credits, the countries affected gave special facilities to Turkish goods, 
but these could not really overcome the difficulties of price. The only real 
solution was found in the adjustment of the exchange rate, through the private 
compensation system, to accord with the underlying realities. Apart from 
this, not only would Turkish export trade have stagnated, but her import 
trade would have frozen up entirely. 

The Germans, of course, by their régime of high prices, succeeded 
remedying this situation as regards themselves and aggravating it for others. 
The overvalued Reichsmark, which the Central Bank of Turkey continued 
to discount for the benefit of Turkish exporters, exercised a fatal attraction 
on Turkish export commodities, and probably did as much as internal over- 
investment to inflate prices. 

It must be remembered that the Turkish Government paid for most of its 
purchases of foreign equipment at the official exchange rate: the special 
exports of chrome and other goods in payment of the credits guaranteed by 
the Export Credits Guarantee Department were cleared through the Central 
Bank of Turkey by flat rate. The result of all this, as of course of any system 
of biJateral payments, was that comparisons of cost became meaningless. 
British and German offers, or British and French offers, could not be compared 
on the basis of price : there was also the question of availability of the currency. 
It was quite possible that the dearer article (in {.T) might cost less in terms 
of Turkish export goods. Kesources might be diverted to export goods 
whose real proceeds, in terms of foreign currency, were less than that of others 
which showed a lower yicld in £{ T. Money, in fact, ceased to be effective as 
a measure of value and became only a means of exchange. 

It may also be worth remarking that the Turkish system of centralized 
clearings, like other systems of this nature, caused considerable difficulties 
in the financial handling of business. The use of clearing funds was rigidly 
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defined, and freight and other incidentals requiring prompt and _ flexible 
settlement had to be met in “ devisen.’’ British banks could not discount 
clearing bills, since the Clearing Office in London could not undertake to pay 
anyone except the British exporter or his agent. 

The war, as already indicated, so much distorted the material situation 
underlying the Turkish exchange position that the curve of evolution was 
broken. Trade followed the military fortunes of the combatants, influenced 
on the one hand by political considerations, on the other by the difficulties 
of supply and of communications resulting from operations. The state of 
many of the clearing balances was reversed. The general policy of extending 
the scope of private compensation, as far as might be appropriate, was, 
however, continued to its logical conclusion—complete abolition. First, 
early in 1940, “ Takas Ltd.” was itself liquidated and its functions taken 
over by the Central Bank itself. Finally, the process itself was generalized, 
the Central Bank paying premiums on the various currencies which were 
varied from time to time in accordance with its requirements. Private com- 
pensation as such was dead, but it would not be unreasonable to say that 
‘its soul goes marching on.”’ 





Lending in the Borrower’s Currency 
By Paul Einzig 


NTIL about fifteen years ago it was a well-established rule that all 

foreign loans or credits were granted in terms of the currency of the 

lending country, or, occasionally, in terms of some other “ hard ’”’ 
currency. It was almost inconceivable to issue a foreign loaf in terms of 
the currency of the borrowing country, unless it carried an exchange guarantee. 
Nor did bankers or merchants grant, as a rule, foreign credits in terms of the 
debtor’s currency. During the early ’thirties, however, a system developed 
under which extensive credits were granted in terms of the debtor’s currency. 
This sytem was the exchange clearing system. Under it, international in- 
debtedness assumed the form of a debit balance on clearing accounts, in 
terms of the debtor country’s currency. Even if individual debtors owed 
debts expressed in the currency of their creditors, these debts were payable 
in their own national currencies and served for the reduction of the debt 
owed by the Government on clearing account in terms of its currency. 

This system formed very wide application between 1931 and 1939, especially 
in Central and South Eastern Europe. And since during that period the 
granting of new loans and credits in terms of creditor currencies was at a 
low ebb, it may be said that in the ’thirties most of the new foreign debts 
were contracted in terms of the currencies of the debtor nations. This state 
of affairs continued also during the war, on an even more pronounced scale. 
Germany’s vast import surplus in relation to occupied or satellite countries 
has led to the accumulation of large Reichsmark clearing balances. Among 
the Allies, a large part of the international lending came under Lend-Lease, 
with no currency units in which to define the obligations. The rest was in 
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the form of blocked sterling balances, as far as this country was concerned. 

Judging by the terms of the Anglo-Belgian, Anglo-Dutch, Anglo-Swedish 
and Belgo-Dutch monetary agreements it appears as though the system of 
financing trade deficits by means of balances in the debtor country’s currency 
has come to stay. Each of these agreements was based on the principle 
that the surplus country accepts payment in the currency of the deficit 
country, without any undertaking on the part of the latter to convert the 
balances into gold or into the currency of the surplus country. The application 
of this principle means that the debtor country is relieved of its liability of 
securing foreign exchange in order to pay its external debt; it is for the 
creditor country to go out of its way to collect its claim by spending the 
currency of its debtor, either in the debtor country or in the countries of the 
currency area to which the debtor country belongs. The acceptance of this 
principle constitutes a revolutionary change in international financial and 
commercial relations. In the past, the debtor nation was solely responsible 
for procuring the currency of its creditor. The latter did not have to concern 
itself with the matter ; it simply had to await payment in its own currency, 
leaving it entirely to its debtor to procure that currency by hook or by crook. 
‘“ All we want is to be paid in dollars ” was the characteristic response of a 
member of an American audience of the late Lord Stamp, who sought in 
vain to explain that, in order to be paid, the United States had to accept 
goods or gold. Any debtor country that was unable to procure its creditor’s 
currency because the latter was unwilling to buy its goods was branded as 
a defaulter. Under the new system, however, the debtor country will dis- 
charge its liability by paying its cre -ditor the amount due in its own (the 
debtor’s) national currency. If the creditor chooses to refuse to accept 
an import surplus, and is thus unable to collect its claim it has only itself 
to blame. 

This does not mean that the debtor country is entirely relieved of the re- 
sponsibility for liquidating its external liabilities contracted in terms of the 
national currency. This conception was adopted by Germany before the war. 
She certainly did not go out of her way to enable her cre ditors to collect their 
claim by buying her goods. To a large extent the creditors had to accept 
inferior goods which she was unable to sell elsewhere, as an alternative to 
accumulating foreign Reichsmark balances. Under the agreements concluded 
by Great Britain with Western European countries in recent months, on 
the other hand, the creditors will have free choice among British goods. 
Indeed, they will be able to collect their claims by spending their sterling 
in any country of the sterling area, which means that they will have a very 
wide range of goods to choose between. Moreover, this country is certain 
to regard these arrangements in a totally different spirit. It will go out of 


its way to produce goods which are needed by its creditors. Thus, while in 
theory the responsil bility for the payment of external debts has been shifted 
from the debtor to the creditor, in practice it will be a joint responsibility. 


The new principle is not expected to find universal application. Several 
external credits have already been granted by American, Swiss and Swedish 
banks in terms of their own currency. And the recently concluded Anglo- 
French financial agreement provides for the conversion of the balances of 
the debtor’s currency into claims in terms of the creditor’s currency. The 
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explanation of this provision lies in the uncertainty about the ultimate franc 
exchange rate. Whenever the creditor has reason to expect a devaluation 
of the debtor’s currency it will be necessary to make similar provisions. 
Likewise, whenever the debtor country is unwilling to assume joint responsi- 
bility with the creditor country for the liquidation of its debt contracted in 
its own currency, the creditor will have to revert to the old system of lending 
in terms of its own currency instead of that of the debtor. Otherwise the 
new system would become a defaulters’ paradise. If interpreted in the right 
spirit, however, it will go a long way towards assisting the honest debtor to 
meet his liabilities, by inducing the creditor to co-operate to that end. 















International Banking Review 


Germany 


HE seizure of some 100 tons of Reichsbank gold at Merkers by the Allied 
"T sxo0gs has led to the arrest of six high Reichsbank officials by the Gestapo. 

The gold seized represents only a small part of the German gold reserve, 
and following on its seizure it was stated in Berlin that the majority of the 
reserve was “ safely ’’ hidden. The amount seized would cover only a fraction 
of the claims of central banks of liberated or occupied countries whose gold 
reserves have been looted by the German authorities. 

The military developments during the past month have reacted sharply 
on the German banking situation. There have been heavy withdrawals of 
deposits from banks throughout the country, owing to the imminent prospect 
of Allied occupation. Those who sought to take refuge before the advancing 
troops provided themselves with cash, while those who stayed behind acted 
likewise, for fear that their bank branch might be cut off from the head office, 
or destroyed during the course of the hostilities. In any case, the feeling of 
general uncertainty has also tended to stimulate the hoarding habit. 














France 






In a recent broadcast, Mr. Pleven announced that a French commercial 
mission would shortly be going to Sweden with the object of negotiating a 
financial agreement with that country on the lines of the French agreements 
with Belgium and Switzerland. 






Belgium 
The combined balance sheets of the Belgian banks for December 31, 1944, 
show that out of the total deposits of Frs. 43,937 millions, Frs. 28,163 millions 
had been blocked. Withdrawals of free deposits and the increase in demand 
for loans resulted in a decline of the liquid assets of the banks during the last 
quarter of 1944, from Frs. 1,420 millions to Frs. 1,015 millions, in spite of 
the assistance obtained from the National Bank of Belgium to the amount 
of Frs. 2,313 millions. Since the beginning of this year, the privately-owned 
banks have repaid their liabilities to the National Bank. 
The Government is introducing a bill under which a loan will be issued 
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to reabsorb 60 per cent. of the frozen assets. This is expected to yield resources 
to the amount of Frs. 60,000 millions. The bonds to be issued will bear 
interest at the rate of 1 per cent. for the first year, and will rise progressively 
to 34 per cent. 
Spain 
In our last month’s issue, reference was made to the liquidation of the 


Anglo-Spanish clearing, in which it was stated that the clearing debt is now 
being completely liquidated. We now understand that the new measure 
taken by the Spanish authorities does not aim at the liquidation of the clearing, 
which was established in January 1936, before the outbreak of the civil war. 
It is only the “ arrears’ provisions, which are a minor but not unimportant 
part of the clearing, that come to an end automatically when the old debts 
in question have been repaid. 


Correspondence 


Capital Transfers and Disclosure 
To THE EpitTor oF “ THE BANKER’ 

Sir,—In your April number there appears an interesting article by 
‘Service Etranger ’’ under the title ‘“ Capital Transfers: The New Inquisi- 
tion.”” After describing some of the Agreements already made for the dis- 
closure by one country to another of information hitherto regarded as personal 
and confidential, the writer raises in his final paragraph a provocative question 
without making any attempt to answer it. It is only right, he says, before 
we set out on the slippery path, to point out that those who will the means 
should first think of all the probable consequences. 

To this all would agree, but the statement prompts further questions : 
What are the probable consequences ? Are they the inevitable price to , 
paid for an international method of achieving stable exchanges? If so, i 
the price too high? If the necessity for such agreements is accepted, pot 
they necessarily be harmful in character or is it possible for them to avoid 
the worst features and still be effective ? In other words, how slippery is the 
slope and need we risk it ? 

These questions have got to be faced and it would be interesting to hear 
your contributor’s views on them. It already seems fairly clear that it is 
possible to avoid some of the worst features to be found in the Anglo-French 
Agreement and still provide an effective weapon. There is, for instance, 
as far as I know, nothing in the Anglo-Belgian Agreement providing for the 
revelation by one Government to the other of the names of the account holders, 
as was the case with France. Only totals are communicated, and release of 
the individual account is made dependent on a permit given by the foreign 
Government to the foreign customer in exchange for his declaration of the 
amount of his holding. This does away with any divulgence by the banks of 
banking secrets, but it seems equally effective, for unless the account holder 
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CORRESPONDENCE 





makes his declaration to his own Government he never gets his account 
released. 

This method, it is true, only applies to the termination of a wartime 
blocking of accounts. In other words, it is a “ once only’ measure ; but it 
might be possible to devise a kind of periodical stocktaking of foreign accounts 
by requiring new permits to continue them beyond certain fixed dates. 

This, however, is not an attempt to answer the questions but only to 
suggest that they provide an interesting subject for a further study. The 
fact that international agreements such as those governing extradition, 
taxation, identity papers, etc., can be abused by unscrupulous governments 
such as that of Germany, and can be used as aids to tyranny, has never yet 
been held to justify countries in depriving themselves of the benefits that 
such co-operation undoubtedly confers. 

I am, Sir, etc., 
W. L. WILMOT. 


[Service Etranger replies: First, as to a detail. I agree that there is 
nothing in the Anglo-Belgian Agreement sfecifically providing for disclosure 
by our Treasury of the names of account-holders, but the Belgian Government 
has called on its residents to declare their overseas assets and the British 
Government has disclosed the total of sterling balances. Suppose the figure 
arrived at under the former is far below the total disclosed by us? In the 
present climate of Anglo-Belgian relations, and under the influence of the 
Anglo-French precedent, detailed disclosure may well follow the omnibus 
disclosure already made. 

Now for the wider issues. The “ kick’ of your correspondent’s letter is 
in his last paragraph. What is an “‘ unscrupulous” government? If one 
looks back at the history of Europe alone during the past thirty years, one 
can name government after government that has passed from the category 
of ‘‘ unscrupulous’ to that of “ respectable,”” or vice versa, and only an 
innocent could believe that similar changes will not occur in the future. 

It follows that ad hoc major agreements between any two sovereign States 
are frequently found to be unsatisfactory because their implementation 
depends on the transient remaining permanent. And against a background 
of international anarchy, no satisfactory answers can be found to the three 
questions posed in the second paragraph of Mr. Wilmot’s letter. The answers 
can only be arrived at within the framework of a concordat commanding 
widespread assent ; and for this reason, among others, some of us will welcome 
any agreement on the lines of Bretton Woods as a first step. 

The task before mankind is to build up international political (and therefore 
economic) security. This can only be done by creating Federal Union or by 
sovereign States deciding on a plan that calls for, and secures, general enforce- 
ment. Once freedom from financial fear is achieved, much of the need for 
exchange controls will disappear; but until our feet are safely set on the 
paths of peace, bilateral financial controls will continue to be used, and that 
is something that no British banker can see without apprehension. ] 
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Appointments and Retirements 


Bank of England—nmr. F. C. Tiarks has resigned from the Court of the 
Directors of the Bank of England. Mr. H. A. Siepmann, an adviser to the 
Governors, has been invited by the Court to submit his name to the pro- 
prietors to fill the vacancy. Mr. Siepmann resigned from the Treasury in 
1919, but had further wide experience of international problems, both on the 
Continent where he attended the Brussels Conference (1920) and the Genoa 
Conference (1922), and in India in 1923, where he acted as temporary assistant 
to Sir Basil Blackett, then Finance Member of the Government of India. 
From 1924 to 1926, he was adviser to the National Bank of Hungary under 
the League of Nations Reconstruction scheme. In 1926 Mr. Siepmann was 
brought into the Bank of England by Mr. Montagu (now Lord) Norman as 
an Adviser to the Governors, to assist with Central Bank co-operation. Since 
1937 he has been associated with the management of the Exchange Equalization 
Account and foreign exchange control. His wide experience of international 
affairs, knowledge of foreign countries and languages, have been of great 
assistance to the Bank of England. Mr. Siepmann will be the third adviser 
to join the Court, the other two being Mr. C. F. Cobbold and Sir O. E. 
Niemeyer. Besides the Governor and Deputy Governor, there are twenty- 
four directors of the Bank of England, four of whom at present give their 
exclusive services to the Bank. Mr. Siepmann will also give his whole-time 
service to the Bank, and the number of advisers will now be five instead of six. 


Barclays Bank (D., C. & O.)—Mr. T. E. Kendall has been appointed a 
member of the South African board. 


British Linen Bank—yead Office: Mr. Allan John Cameron, of the in- 
spector’s department, has been appointed staff manager. Strathbungo, 
Glasgow: Mr. William Gebbie, agent, has retired and is succeeded by Mr. 
James Speirs, teller at the branch. 

Lloyds Bank—The Rt. Hon. Lord Balfour of Burleigh, D.L., who was 
recently elected to a seat on the board, has now been appointed joint deputy 
chairman of the bank. Head Office: Chief Inspector’s Department—NMr. 
R. W. Easton, from Camberley, to be an inspector in succession to Mr. H. 
Askham, deceased. Mr. R. P. Sedcole, an inspector, has retired after 46 years’ 
service. St. James’s Street, S.W.: Mr. W. B. Finch, hitherto an inspector, 
to be assistant manager. 


Martins Bank—Barnard Castle: Mr. S. A. Elton has been appointed 
manager in succession to Mr. J. Garbutt, who has retired after 48 years’ service. 


Midland Bank—tThe retirement is announced with much regret of Mr. H. 
Dickinson, a joint general manager, after 49 years of valued service. Mr. 
W. G. Edington, hitherto an assistant general manager, has been appointed 
a joint general manager. Mr. V. Brooks, hitherto assistant manager of 
Threadneedle Street branch, has been appointed an assistant general manager. 
National Bank of Scotland—Edinburgh, Portobello: Mr. John. Gray, 


accountant, Edinburgh, West End branch, has been appointed sub-agent. 
Edinburgh, West End: Mr. Gilbert Frederic Keech, recently discharged from 
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the R.A.F. after some five years’ service and since attached to the Inspectors’ 
Department, has been appointed accountant 

National Bank of New Zealand—wnr. H. J. H. Chapman, an assistant 
manager, retired on March 31, 1945, after forty-two years’ service. 

North of Scotland Bank Edinburgh: Mr. A. <A. Middleton, local 
manager at Edinburgh, retires and is succeeded by Mr. Alexander Paterson, 
meantime assistant local managet The designation ‘local manager ’’ is 
being discontinued, and Mr. Paterson will sign as ‘“‘ manager.’’ Glasgow: Mr. 
George Lawrence and Mr. Alexander L. Taylor, local manager and assistant 
local manager at Glasgow, will in future be designated ‘“ manager ’”’ and 
‘assistant manager’ respectively. Portree (Skye): Mr. Duncan S$. Mac- 
millan, agent, has retired for health reasons and is succeeded by Mr. Alistair 





S. Fraser, accountant at Tain branch. 


Union Bank of Scotiand lberdeen : Mr. Gavin J. Catto, manager, has 
retired and is succeeded by Mr. Robert Orr, formerly assistant manager. 
Mr. George Davidson Farquharson, accountant, has been authorised to sign 
official documents “ pro managet Haymarket and Gorgie Markets, Edinburgh: 
Mr. Alexander McEwan, agent, has retired and is succeeded by Mr. John 
Murray from Edinburgh. offic: Kilmarnock Mr. Robert Paterson has 
retired 

Yorkshire Penny Bank Sir Kenneth Lee, Bt., has been appointed a 
director. Sir Kenneth the board of the District Bank and chairman 
of Tootal Broadhurst Lec 


Sir William Whyte 
The banking world learned with very great regret of the death of Sit 
William Whyte, formerly manager of the Royal Bank of Scotland. Prior to 
his appointment as general manager, Sir William was manager of the London 
office for a number of years and was identified with the great expansion of 
the Royal Bank in recent years 


Publications 


Lapses from Full Employment, by Prof. A. C. Pigou (Macmillan, 
4s. 6d. net In his preface, Prof. Pigou confesses to an uneasy feeling that 
his endeavours to make this little book simple and intelligible have not been 
altogether successful. One must reluctantly “ concur.”’ Considering that 
the analysis follows familiar lines without involving any new flights of theory, 
the argument is in places quite needlessly difficult to follow. With a little 
more regard for the difficulties of the general public, a little more development 
of some highly condensed propositions, and the book would have been of value 
to a far wider public. However, in his concluding remarks the author has 
some useful comment to.make on current discussions of the problem. In 
the first place, as he points out, “ too little account is taken of the fact that 
the aggregate demand for labour is made up of demands directed to many 
different centres between some of which, at all events in the short run, labour 
does not move at all freely ’’—by implication a shrewd dig at Sir William 
Beveridge, who at times seems to admit that structural and frictional un 
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VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, 


PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 
variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, 
Tel. MONARCH 3422 


LONDON, E.C.2 











OTTOMAN BANK 


Incorporated in Turkey with Limited Liability 
FOUNDED 1863 


CAPITAL,  £10,000,000 





PAID UP, £5,000,000 
RESERVE, £1,250,000 
London: 


26, THROGMORTON ST., E.C.2 


MANCHESTER : 56-60 Cross St. 


ISTANBUL : 
Galata, Beyoglou, Yeni Cami) 


BRANCHES AND AFFILIATIONS 
THROUGHOUT THE NEAR EAST 


— en = 


Drafts and Telegraphic Transfers issued 
Letters of Credit Granted 


EXCHANGE & INSURANCE 
OPERATIONS EFFECTED 











BRITISH INDUSTRY & 








BANCO DE CREDITO 
DEL PERU 


CAPITAL S/’.16,000,000.00 
RESERVES S/’.26,432,576.29 


HEAD OFFICE: LIMA 
SEVEN CITY BRANCHES 
THIRTY-SIX PROVINCIAL BRANCHES 


— 


Entrust us with 
YOUR COLLECTIONS 
ON PERU 


— 


PERU'S OLDEST NATIONAL COMMERCIAL BANK 


ESTABLISHED IN 1889 





TRADE REVIEWED 


BANKING, INSURANCE & COMMERCE — all who 
must keep in touch with latest developments in and 
outlook for British Industries will find in. Moopy'’s TraDE 
AND Commonities Service the Facts and Ficures they 


require. 


For particulars of this £10 p.a. Service write to 


MOODY’S ECONOMIST SERVICES LTD., 


KING WILLIAM STREET HOUSE, ARTHUR STREET, LONDON, E.C.4. 















REVISED RATES FOR IMMEDIATE 
ANNUITIES 


EXAMPLES 
Each £100 would provide :— 
MALE AGE . FEMALE 
£8 8 11 p.a. 60 £7 5 6 p.a. 
£10 itt 65 £8 10 7 p.a. 
£12 = 9 70 £10 7 10 p.a. 
£15 a. 75 £13 3 1 p.a. 
Yields for Half-yearly and Quarterly 
Payments are slightly less. 


EL 


STANDARD LIFE 


ASSURANCE COMPANY 


HEAD OFFICE - 3 GEORGE STREET EDINBURGH 
LONDON : 1 WATERHOUSE LANE : KINGSWOOD ° SURREY 
AND AT BIRMINGHAM : GLASGOW : LEEDS AND MANCHESTER 





No Delay... 


‘He gives twice who gives quickly” is an 
old saying to which the Royal Air Force 
Benevolent Fund is giving a new meaning. 
Whenever any member of the R.A.F. or 
his dependants is in financial distress due to 
service the Fund gives instant aid. 


To keep this good work going the Fund 
needs your help—urgently. Will YOU 
give quickly —NOW ? 


ROYAL AIR FORCE 
BENEVOLENT FUND 


Please send your donation to: 
Lord Riverdale, Chairman, or Bertram T. Rumble, Hon. Sec., 


Appeals Committee, R.A.F. Benevolent Fund, 1, Sloane Street, London, S.W.1. 
Cheques and P.O. payable to R.A.F. Benevolent Fund. 
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employment constitutes the really intractable problem, but who then goes 
on to assure the public that monetary expansion is an unfailing panacea. 
Moreover, to stabilize upwards each separate local part of the total demand 
for labour offers no solution, for that would simply mean stagnation. Finally, 
though Prof. Pigou is not alarmed by the prospect of a moderate inflationary 
tendency, he rightly insists that “ trade unions must refrain from regarding 
good employment as a ground for insisting on increased money rates of wages. 
They must choose between higher rates of wages and lower rates of unemploy- 
ment.’’ Unfortunately, as Prof. Pigou himself points out elsewhere, the mere 
existence of social security arrangements inevitably biasses the choice in favour 
of the increased money wages. To reconcile our present methods of wage 
negotiation with non-inflationary full employment is going to be one of the 
most severe tests of public policy in the post-war era. 


Rent, Rates and Housing, by Noel A. D. Willshire (The Estates Gazette, 
Ltd. Price 11s. 6d.). The author argues that the existing rate system, 
modified and adapted, can be utilized as an instrument for obtaining a large 
measure of justice in both the rate and the rental burden of some millions 
of tenants of dwelling houses. The chief measure proposed to this end is 
that variations in rentals of dwellings in the same class—which at present 
vary widely owing to the different bases of rent restriction—should be ironed 
out, locality by locality, as is already done to a large extent in the system of 
valuation for rates. While the suggestion that rental control should be based 
upon the valuation system is in principle a useful one, this obviously could 
not be done until the valuation system itself is rescued from the “ sorry 
mess ’’ which Professor Hicks has analyzed so strikingly. If the Government 
accepts the recently published report of the Committee on valuation for 
rating, however, it would appear that after the war assessments may be 
brought more into line with the correct legal level ; and if this is done they 
might then be useful as a basis for co-ordinating controlled rentals so long as 
these remain—which should not be a day longer than the disappearance 
of the abnormal housing shortage due to the wartime suspension of building 
operations. 


Bankers’ Almanac (T. Skinner and Waterlow & Sons, Ltd., price 60s. net). 
With the 1944/5 edition, the Bankers’ Almanac and Year Book reaches its 
centenary, having been inaugurated a hundred years ago under the title 
“ Banking Almanac and Directory,” by the late Sir Sydney Waterlow, founder 
of the great printing firm and great-grandfather of the present head of that 
house. Under its present proprietorship, the scope of the work has been 
steadily expanded, though its development has necessarily been interrupted 
to some extent by the war. Ever *o, the present volume continues to present 
the essential particulars of some 3,000 banking institutions throughout the 
world. Indeed, the 1944-45 edition contains a new feature in the form of 
an article emphasizing the inter-dependence of bankers, merchants, insurance 
and the shipping industry. A useful wartime feature is the summarized 
review of the Defence (Finance) Regulations and the Trading with the Enemy 
Act, while the list of bank amalgamations since 1700 has been reinstated. 


Problems of Mobilisation and Reconversion, Report of U.S. Director 
of War Mobilization, reprinted by H.M. Stationery Office (price 1s.). This 





THE BA NKER- 








useful pamphlet may be regarded as the American counterpart of our own 
White Paper on the British war effort. It contains a formidable collection 
of statistics on all phases of the U.S. war economy (in many cases up to as 
recently as September 1944) and reviews the various measures enacted by 
Congress or proposed by the Administration to deal with the transition to 
peace economy. Mr. Byrnes seems to regard it as about an even chance 
whether inflationary or deflationary forces will win the day in the post-war 
years ; consumers have accumulated $90 billions of savings (one-half in notes 
and bank deposits), superimposed on pre-Pearl Harbour assets of $45 billions, 
but ‘‘ whether they are used depends on whether there will be jobs.” The 
review closes with a strong recommendation for early tax relief, including 
accelerated depreciation allowances, immediate availability of post-war 
refund bonds, and an increase in E.P.T. exemption from $10,000 to $25,000. 
German Banks, War Vade-Mecum issued by Bank Gospodarstura, Kra- 
jowego. This is a supplement to the original pamphlet published in November 
1943 and discussed in our issue of 1944. The supplement 
further reveals the financial tie-ups of the German banking system and, the 
Germans having been thrown out of some of the occupied territories, gives 
additional information of value. 

Steel Prices and Costs (British Iron and Steel Federation). This 
small booklet summarizes Press opinions on the recent controversy about the 
level of steel prices. It is not, as is pointed out, a complete answer to all the 
charges made, but at least succeeds in showing that there are two sides to 
the question. 


Post-War Depression, by B. R. Shenoy (Kitabistan, price Rs. 3). To 
prevent an inflationary boom after the war, the author argues in favour of 
the maintenance of war controls for a period, as a preferable alternative to 
a capital levy. It would be interesting to know whether the author regards 
his arguments in favour of a capital levy as equally applicable to India’s 
sterling balances. The same author has written a pamphlet reviewing the 
financial provisions for the Bombay Plan (Karnatak Publishing House, 
Bombay), which rightly stresses the inflationary effect of the measures 
proposed. 

Income Tax for H.M. Forces, by Capt. G. B. Burr (Jordan and Sons, 
price 2s.). In the 1944- 45 edition of the booklet, which deals with the special 
problems of the Forces in relation to Income Tax, a new chapter appears 
covering the points which arise on demobilization, including important new 
concessions. 

This Question of Populations, by L. J. Cadbury (News Chronicle, price 
6d.). “‘ Political tensions are inevitable if populations remain poor yet increase 
in numbers in Southern and Eastern Europe, while in the North and West 
they stay comparatively rich yet shrink in numbers.”’ 

Das Schweizerische Bankwesen Im Jahre 1943 (Orell Fiissli Verlag, 
1944). Swiss Banking in 1943, a statistical survey. 

Annual Report of the U.S. Mint, 1942/3. (U.S. Government Printing 
Office, price 50 cents.) Contains useful statistical tables of gold and silver 
prices, production, stocks, etc., over long periods. 
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NATIONAL BANK OF EGYPT 


MARKED EXPANSION IN FIGURES 


EGYPT'S 


ALY SHAMSY 


HE forty-fifth ordinary general meeting 
of the National Bank of E gypt was held 
in Cairo on March 27 


Aly Shamsy Pasha (the president) was in 
chair. 


REPORT AND ACCOUNTS 


Che directors present to the shareholders the 
lance sheet and profit and loss account for 
the year ended December 31, 1944. 


The gross profit for the vear, after providing 

depreciation on the bank’s buildings and 
furniture, for rebate of discount, for doubtful 
debts and contingencies, amounts to: 


£E.1,447,439,069 
A‘ter deducting from this sum 
For Directors’ Fees £E. 18,977,868 
For Current Expenses £E..928,077,475 £E.947,055,343 
there remains ‘ (E 500, 383,726 
in conformity with 
Article 49 of the 
3ank’s Statutes a divi- 
lend of 4% is payable 
n the Share Capital. £E.117,000,000 
After this distribution 
there remains £E.383,383,726 
Adding to this the 
balance brought for- 
ward from last year £E.263,789,385 
the amount available is {E 647,173,111 
rom this amount the 
Directors recommend 
the payment of an 
1dditional dividend of 
13% om the Share 
Capital, which will 
absorb os ‘ £E.380,250,000 
and to carry forward 
the balance of ae £E.266,923,111 


The total dividend for the year will thus be 
at the rate of 17 percent. An interim dividend 
of 4 per cent. having been paid on September 1, 
1944, there remains to be distributed the 
balance of 13 per cent., which will be paid less 
taxation in accordance with existing laws. 


FINANCES 


PASHA’S REVIEW 


BALANCE SHEET, 31st DECEMBER, 1944 
ISSUE DEPARTMENT 
LIABILITIES £E. MM. 
122,000,000 000 


Notes issued 


122,000,000 000 

ASSETS £E. MM. 

Gold . = 6,240,583 308 
Egyptian and _ British Government 


Treasury Bills and Securities 115,759,416 692 


122,000,000 000 


BANKING DEPARTMENT 
LIABILITIES £E. MM. 


Share Capital : 

300,000 fully paid Shares of £10 each 2,925,000 000 
Statutory Reserve Fund , : 1,462,500 000 
Special Reserve ‘ ‘ 1,462,500 000 
Current, Deposit and other “Accounts 91,098,668 875 
Egyptian Government 66,595,560 527 
Sudan Government 1,194,102 515 
Public Debt Special Account 2,389,939 652 
Bankers’ Accounts ; 22,769,860 959 
Cheques and Bills payab’ le 397,076 371 
Provision for payment of final dividend at 

the rate of 13° per annum 380,250 000 
Profit and Loss Account Balance 266,923 III 
Acceptances, etc 2,353,900 023 

193,296,282 033 


ASSETS £E. MM 


Government Securities and Securities 
guaranteed by the Egyptian Govern- 
ment oa a .+ 144,773,942 785 

Sundry Securities . Xe 602,372 

Advances on Merc handise. : 4,816,332 875 

Advances on Securities. 454,139 546 

Sundry other Advances 1,483,525 852 

Bills Discounted 33,966 

Buildings Ss 125,000 

Bankers’ Acc cunts 17,001,784 

Money at Call and at Short Notice 16,146,975 

Cash : 

N.B.E. Notes . £E.5,291,554 250 
Other Notes & Coin &e. 212,788 769 

Clients’ Liability for — &e., 

as per contra oe ° . 


5,594,343 O19 


2,353,900 023 


193,296,282 033 


M. C, SALVAGO, : 
CHERIF SABRY Cc. N. NIXON, 
Directors Governor. 
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REPORT OF THE AUDITORS 


We have examined the books of the National 
Bank of Egypt and in our opinion the above 
balance sheet is properly drawn up so as to 
exhibit a true and correct view of the state of 
the Bank's affairs as shown by the books. We 
have also verified the cash, notes and securities, 
at the Head Office and at the Cairo and Alex- 
andria branches and have found the same 
correct. The London returns have been 
audited and certified by Messrs. Deloitte, 
Plender, Griffiths and Co., Chartered 
Accountants. 


J. C. Ssp.zy, 
R. R. Brewis, 


Chartered Accountants. 
Cairo, February 23, 1945. 


PROFIT AND LOSS ACCOUNT 


Dr. £E. MM. 
Directors’ Fees 18,977 868 
Current Expenses 928,077 475 
Interim Dividend at the rate of 4% per 

annum ae a i s 117,000 000 
Provision for payment of final dividend at 

the rate of 13% per annum 
Balance carsied Secwand 


380,250 000 
266,923 411 


1,731,228 454 


Cer. £E. MM. 
Gross Profit for the year ended j3:st 
December, 1944, after providing for 
depreciation on buildings and furniture 
for rebate of discount, for doubtful 
debts and contingencies 
Balance brought forward from last yeas 


1,447,439 069 
263,789 385 


1,711,228 454 


THE PRESIDENT’S ADDRESS 


Che past year was marked not only by the 
brilliant military exploits of the allies, but also 
by a series of international meetings, of which 
the Middle East Financial Conference in Cairo, 
the International Labour Conference at Phila- 
delphia, the Monetary Conference at Bretton 
Woods, and the Security Conference at Dum- 
barton Oaks deserve special emphasis. 

These conferences bear witness to the in- 
creasing interdependence of political, economic, 
and financial problems, which assume greater 
importance as hostilities draw to their close, 
and one can but hope that they have helped 
to establish among nations a spirit of solidarity, 
with which they were not always imbued in 
the years between the two wars, and to open 
at last the way towards frank co-operation in 
the universal interest 

Time will not permit me to review the resolu- 
tions of each of these conferences, but I 
would, nevertheless, like to say a few words 
about those published in Cairo in April, as well 
as about the recent Anglo-Egyptian Agree- 
ments and the Bretton Woods plans 


MIDDLE EAST FINANCIALCONFERENCE 

The Middle East Financial Conference, which 
was attended by the delegates of 15 countries 
had for its principal object that of submitting 
for the consideration of the Governments con- 
cerned the technical measures it advocated for 


countering the high cost of living. Improve- 
ment was also urged in the organization and 
collection of statistics, for, as the conference 
declared, no intelligent economic policy in the 
post-war period could be followed without 
more precise information concerning the 
volume and composition of the national 
income, the production and the balance of 
payments of each Middle Eastern country. 

On the main subject of the increased cost 
of living the conference agreed that “‘ the 
chief cause of the price inflation . . . has 
been the increase of various forms of pur- 
chasing power in circulation, caused by 
military expenditure, with no corresponding 
increase in the supply of goods”... To 
remedy this situation several measures were 
recommended which Egypt, for her part, was 
already applying to a certain extent. 

On the other hand, it was understood at the 
conference that Allied military expenditure 
had already reached its peak, and, indeed, it 
has since shown signs of gradual regression. 
The fact, therefore, that the cost of living has 
nevertheless continued to rise stresses the ever 
urgent need for stricter control over prices 
and distribution. Limiting the rise in prices 
is not only desirable for the welfare of the 
population, but is equally necessary in order 
that the cost of Egyptian production should 
not be left too high when economic conditions 
return to normal. The conference also appears 
to have had the result of calling attention to 
our shortage of imported goods and to the 
necessity of augmenting them to every extent 
compatible with the needs of the war. This 
consideration was at the basis of the Anglo- 
Egyptian Agreements of January. 

THE ANGLO-EGYPTIAN AGREEMENTS 

These agreements determine the value of our 
imports in 1945 from certain hard currency 
countries, with which—it may be added here— 
our balance of trade has been markedly 
adverse since the war started, due to the 
tripling in value of imports and to the almost 
stationary level of exports. It should be borne 
in mind, however, that in the four years 
preceding the war the value of our imports 
from these countries only represented one- 
tenth of our total imports, and that it was 
therefore traditionally outside the scarce 
currency countries that Egypt had her chief 
sources of import. These in effect continue to 
constitute a supply zone of some size which 
still provides us with four-fifths of our total 
imports. Let us hope that before long its 
productive capacity will reach a level per- 
mitting the restocking of our greatly depleted 
market. 

In this connexion we must hope that the 
authorities responsible for the grant of import 
licences will endeavour constantly to ensure 
priority to essential goods, and, furthermore, 
that they will be supported in their task by the 
increased vigilance of the departments en- 
trusted with price control and distribution 
This co-ordination is of prime necessity if the 
goods which are sent to us so sparingly and 
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with such difficulty are not to be hoarded or to 
reach exorbitant prices after passing through 
the chain of middlemen in the country. 

The January agreement also entailed certain 
modifications in the machinery of foreign 
exchange control and the Minister of Finance 
accordingly set up a joint committee consisting 
of three members nominated by the Govern- 
ment and three by the bank, and it is the 
function of this body to supervise the applica- 
tion of the relevant law, whilst leaving the 
day-to-day administration of the control in 
the hands of the bank as heretofore. 


BRETTON WOODS 


Certain restrictions in the field of inter- 
national exchanges merely reflect the economic 
dislocations brought about by the present 
conflict, but others were already prevalent 
before the war, and it was precisely with the 
aim of planning a progressive return towards 
an altogether freer and more voluminous ex- 
change of goods that 44 nations, including 
Egypt, met at Bretton Woods. I shall not 
enter into the complexity of the mechanisms 
of the Monetary Fund and of the International 
Bank, the more so since the Final Acts into 
which these projects were resolved have yet to 
be ratified by the Powers concerned and are, 
moreover, liable to be modified. 

There can, nevertheless, be little doubt as to 
the desirability of all countries subscribing to 
the main object of these plans : the attainment 
of monetary stability by furnishing the means 
of remedying prolonged disequilibria in the 
balance of accounts, with their baneful train of 
competitive currency depreciations, bilateral 
exchanges, and clearing systems. 


STERLING BALANCES 


Much has been written on the question of 
the balances which have been accumulated in 
sterling during the war, giving rise to con- 
siderable misunderstanding. The dimensions 
of the subject are such that I can hardly deal 
with them on this occasion, but I should, 
nevertheless, like to stress in the first place 
that our creditor position is one of strength, 
and, secondly, that the process of its liquida- 
tion is not dependent on skilful financial 
adjustments. 

I, therefore, think it prudent to confine our- 
selves today to the declarations of the re- 
sponsible authorities in Great Britain and 
Egypt, who have let it be understood that the 
question is viewed by both countries in a spirit 
of mutual understanding and friendship which 
safeguards the interests of Egypt. 


COTTON CROP AND PRICES 


In this country, agriculture, commerce, and 
industry have, on the whole, and in spite of 
numerous restrictions, continued to benefit 
from a favourable state of affairs, although 
living conditions for the peasantry and the 
majority of fixed income earners have not been 
less difficult. 

Last year’s cotton crop is estimated at 
4,483,000 cantars, including Scarto, that is 
some’gI4,000 more than the 1943 crop. The 


yield per feddan was 5.15 cantars, against only 
4.90 in 1943. On the other hand, the average 
grade of the crop was slightly lower than the 
average of previous seasons. 

Official buying prices were 20 per cent. 
above those of 1943, and private transactions 
reached even higher levels. Stocks, as you 
know, are considerable, and at the end of 
February were estimated at 11,413,000 cantars, 
or 1,109,000 larger than at the end of February, 
1944. Of these stocks the proportion of long- 
staple cotton is approximately the equivalent 
of three years’ exports in pre-war times. 
Karnak especially is in abundance, due to the 
fact that it constituted 60 per cent. of the 
area planted in 1944. 

The eventual competition of rayon remains a 
problem, but it nevertheless represents a 
factor which will have to be taken into account 
in the future. 

Exports have proceeded at a slower tempo. 
From September, 1944, to the end of February 
they amounted to 1,499,000 cantars, whilst for 
the corresponding period of last year they 
reached 2,462,000 cantars. Encouraging signs 
of a resumption of exports to such countries 
as France, Spain, and Portugal have, however, 
appeared of late. 


RICE AND OTHER CEREALS 


Last year’s rice and maize crops, compared 
to those of 1943, were superior both in quantity 
and yield. This was especially so in the case 
of maize, with an outturn of 11,000,000 ardebs, 
against 9,800,000 the year before, and an 
average yield of nearly six ardebs per feddan, 
against five ardebs in 1943. On the other 
hand, the millet harvest was not quite so 
favourable. The official prices of those food- 
stuffs were 8—25 per cent. above those of 1943, 
and nearly three times higher than those of 
1940. 

Unfortunately, the wheat crop was far from 
satisfactory, with a deficit of 345,000 tons 
compared to 1943, and the Government were 
obliged to draw up an import programme 
which was to reach 150,000 tons by the end of 
June, and thus make available for consump- 
tion during the year 1944-45 an amount almost 
equal to the annual average of the five years 
preceding the war, allowing for imports and 
exports. The population, however, has in- 
creased since 1940 at a far from negligible 
rate, with the result that the supply of wheat 
per head today must be proportionately 
smaller. This was, naturally, reflected in deal- 
ings and subsequently official prices were 
raised by nearly a third above those of 1943 
A more abundant distribution of fertilizers in 
the current season should, however, give us 
this year a larger wheat crop, and reports so 
far received tend to confirm this 


INDUSTRIAL PRODUCTION 
MAINTAINED 


Favoured by continued abnormal conditions 
due to the war, the country’s industrial pro- 
duction has been well maintained and the 
deficiency in manufactured goods of foreign 
origin has thereby to some extent been met. 
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Certain of our industries have accumulated 
considerable financial reserves with a view to 
pursuing their activities after the war with 
renewed equipment. Industrial circles are 
accordingly already preoccupied with the 
possible effects of an eventual lowering of 
Customs duties throughout the world. Yet it 
is difficult to foresee to what extent this 
tendency will materialize in view of the com- 
plexity of the problems of every kind that it 
involves in each country. 

The possibilities of industrial development 
in Egypt and the advantages which the country 
would derive from it are obvious, especially if 
electric power should be available at economic 
rates. We must, however, not lose sight of 
the essentially agrarian character of our 
economy and of the place normally occupied 
by cotton in the total value of our crops and 
of our exports. Above all, we should not over- 
look the meagre purchasing power of the 
immense majority of the population, and for 
this reason I think it useful to repeat my 
remarks to you on this occasion last year, 
that the provision of popular manufactured 
goods within the means of the masses should 
constitute more than ever one of the principal 
aims of a sound economic and social policy 


THE BUDGET 


The Budget for the financial year 1945-46 
estimates revenue at £E.84,506,000 and ex- 
penditure at {E.86,790,000, leaving a deficit 
of {E.2,284,000 to be drawn from the reserve. 


Revenue thus is nearly {E.12,000,000 higher 
and expenditure more than /E.10,000,000 
higher than in the preceding Budget. It is 
interesting to compare some of the headings 
of this Budget with those of the 1938-1939 
Budget, which was but half as large, bearing 
in mind the rise in prices, due to the war. Land 
Tax, which in 1938-39 produced {E.6,000,000, 
is estimated to yield only £E.5,000,000 next 
year. Taxes introduced since 1939, such as 
the income, exceptional profits, and supple- 
mentary taxes, will provide /E.18,000,000, 
thus constituting the most important chapter 
of revenue, after that of the Customs, which 
is expected to yield nearly £E.29,000,000, or 
one-third of total Budget revenue, against 
some {I.18,600,000 seven years ago 

On the expenditure side new works 
absorb just over £E.10,000,000, which implies 
practically no change under this heading com- 
pared with 1938-39. Salaries and wages of 
State employees, including the cost of living 
bonus, but excluding pensions, amount to 
about £E.35,000,000, which is equivalent to 
of the total expenditure, against 
32 per 


will 


40 per cent 
£E 15,000,000 just before the war, or 
cent. of the Budget at that time. 
NOTE ISSUE 
The note issue reached {E 
the end of December, 1944, representing a rise 
of 4E.20,600,000 above the figure at the end 
of 1943, or a rate of increase of 20 per cent. ; 
this rate is the lowest recorded of the last five 
years, during which the annual rate of increase 
has varied between a minimum of 28 per cent. 


122,000,000 at 


and a maximum of 50 percent. There is thus 
a sign of slackening in the expansion of the 
issue, which is particularly satisfactory since 
the financing of the cotton and cereal crops, at 
ever rising prices, has led to an increased 
demand for bank notes. 

Nevertheless, it should not be concluded that 
we are in the presence of a movement of 
absolute regression. For indeed, the reduced 
inflow of foreign funds, coupled with the return 
of part of the notes put into circulation for 
seasonal crop requirements at the end of the 
year, would, in normal times, have resulted 
in a contraction of the issue, whereas, on the 
contrary, an increase of £E.1,000,000 occurred 
during the two months of January and 
February, 1945 


THE SUDAN 


In the Sudan, agricultural production, in- 
cluding cotton and cereals, was inferior to that 
of 1943, although foreign trade showed a 
marked improvement both in volume and 
value, largely due to shipments of old crop 
cotton. The reduction of military expenditure 
in the country helped to ease the pressure on 
prices, and the yearly average of the cost of 
living index for persons with monthly incomes 
than {£E.12 (which is based on 
1938 100) declined to 171.6 in 1944 against 
173.1 for the previous year. Whilst conditions 
in the Sudan render the task of administration 
easier than in other countries of the Middle 
East, it has nevertheless been a _ notable 
achievement to hold the rise in prices within 
such relatively narrow bounds. 

Revenue for 1944, according to the latest 
forecast, will be {£E.6,461,000, which is 
£E.487,000 more than the Budget figure, most 
of this improvement being due to Customs 
receipts. Expenditure is put at £E.6,266,000, 
some /£E.332,000 more than provided for, 
leaving an estimate surplus of {£E.195,000 
Revenue budgeted for 1945 totals {E.6,498,000 
with expenditure estimated at the record level 
of £E.6,749,000. The deficit of £E.251,000 1s 
to be drawn from the Treasury’s substantial 
reserves, but whilst the authorities recognize 
that recourse to this fund may be partially 
justifiable nowadays, they nevertheless intend 
that future demands for expenditure of a re- 
current nature should only be considered in the 
light of what revenue is likely to be after the 
war, and not what it is now 


of less 


BANK’S BALANCE SHEET 

The.balance sheet which we have the honour 
to submit to you today shows marked ex- 
pansion in our figures. Deposits by the 
public have reached the record figure of 
£I-.91,000,000, while the Government balance 
now totals These figures, 
which provide further evidence of the con- 
tinued increase in the monetary resources of 
this country and at the same time bear eloquent 
testimony to the confidence enjoyed by the 
bank, impose upon us the responsibility of 
maintaining a position of such liquidity that 
even in the most adverse circumstances no 
difficulty would be experienced. 


£1.66,500,000. 
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You will observe that our money at call and 
funds with other banks amounted to no less 
than £E.33,000,000 at the end of the year, 
and I would again remind you that our 
securities include a very substantial holding of 
three months’ British Treasury Bills and other 
early maturities, the interest yield on which is, 
of course, comparatively low. Our advances, 
on which we earn a higher rate of interest, are 
now relatively small, but we have obtained a 
fair share of the total business offering, 
although suitable opportunities for the em- 
ployment of our funds have again been very 
limited. 

1 think it well to repeat what I said at our 
annual meeting three years ago, that increased 
deposits do not necessarily produce increased 
profits and you will realize that the bank’s 
earnings have not expanded at the same rate 
as our resources, while expenditure has risen 
sharply owing to increased taxation and to 
allowances paid to the staff to meet the 
increased cost of living. Nevertheless, the 
result of the past year’s working records a 
notable improvement, and your board feel that 
a somewhat large distribution to shareholders 
is now justified. We hope that the proposed 
increase in the dividend to 17 per cent. will 
give general satisfaction to our shareholders. 


BOARD OF DIRECTORS 


There have been many changes on the 
board since our last annual meeting. Fore- 
most, we mourn the death of two of our oldest 
colleagues and friends, Sir Victor Harari Pasha 
and Sir Robert Rolo. Sir Victor had been 





associated with the bank since its earliest days, 
first as Government Commissioner and then 
as a director from 1906 onwards, whilst Sir 
Robert had been a member of the board since 
1918. We attached great value to their judg- 
ment of affairs, and their passing is a sad loss 
for us. During the past year the board also 
had with regret to accept the resignation of 
Mohamed Bahi ed Dine Barakat Pasha, on 
the grounds of ill-health, and of Ragheb Bey 
Hanna upon assumption of Ministerial duties, 
On the other hand, we have been fortunate 
in securing the collaboration of three new 
directors, Dr. Hassan Sadek Pasha, former 
Minister, Sadik Henein Pasha, formerly Under- 
Secretary of State at the Ministry of Finance 
and Minister Plenipotentiary, and Yussouf 
Zulficar Pasha, formerly Vice-President of the 
Mixed Court of Appeal and Ambassador. 
Their qualities and the experience they have 
acquired in their high and varied offices con- 
stitute a valuable addition to the board, and 
their nomination, which is today submitted 
to your confirmation, will provide the board 
with a majority of Egyptian members, thus 
giving effect to the clause of our Statutes, as 
amended in June, 1939, which stipulates that 
this majority should be reached in 1945. 
Finally, Mr. Allemann, Mohamed Ahmed 
Farghaly Pasha, and Taher El Lozy Bey are 
due to retire by rotation at this meeting, and 
we are pleased to see that they offer themselves 
for re-election. To the staff, who have com- 
pleted another year of loyal and efficient work, 
I am sure you will wish to join the board in 
extending our thanks and congratulations. 
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MERCANTILE BANK OF INDIA 


SIR CHARLES A. 


of the Mercantile Bank of India, Ltd., 
was held on Tuesday, April 17, in London 

The following is an extract from the state- 
ment of the Chairman (Sir Charles A. Innes, 
K.C.S.I., C.1.E.), circulated with the report 
and accounts : 

The accounts for 1944 are very similar 
to those of the previous year, the main 
difference being a further increase of nearly 
£3 millions in our deposits, due chiefly to the 
continued large volume of war expenditure 
in India and Ceylon. On the assets side there 
is a corresponding rise of nearly {2 millions 
in our securities and an increase of nearly a 
million in loans and advances. Bills show a 
further small decline for reasons explained 
in previous statements, and no real improve- 
ment can be expected in this respect until 
the shipping position improves and trade is 
allowed to return to its normal channels. 

I have been at some pains to compare the 
balance-sheet for this, the sixth year of the 
war, with that of 1938, the last pre-war year. 
In spite of the fact that seven of our branches 
have been over-run by the Japanese, our 
resources show a considerable increase. We 
are much more liquid than in 1938, and our 
holding of Government securities has more 
than doubled. On the other hand, a much 
smaller proportion of our funds is laid out in 
bills and loans and advances, that is in the 
finance of industry and trade. As the result 
of the war we have larger funds at our disposal, 
but the normal outlets for these funds have 
been circumscribed partly by the claims of 
Government finance and partly by the ex- 
tension of Government trading in the country 


Te. Fifty-second Annual General Meeting 


INNES’S STATEMENT 


the policy of cheap money in force here and 
in India, but in the latter country competition 
from the many new banks recently established 
is increasing. 


THE OUTLOOK 


As regards the future, the first thing we 
have to remember is that politically we are 
approaching the end of an epoch. Economic- 
ally, too, the position will change in an almost 
equal degree. India’s war effort has been 
magnificent, but her war expenditure is 
relatively light. For next year it is estimated 
at less than a million a day compared with the 
£13 or {14 millions a day which the war is 
costing this country. Moreover, she has 
sustained little war damage, and she will 
emerge from the war with her economic 
position immensely strengthened. For the 
first time in her history she will be a creditor 
country. The war has given a tremendous 
impetus to her industries, and even more 
important is the impact of the new ideas which 
are circulating in India as in other countries. 

Mauritius has recently been devastated by 
two severe cyclones. The sugar crop has been 
damaged, and I am afraid that the prosperity 
of the island in the coming year will be 
materially affected. The experience of Ceylon 
during the year has been much the same as 
that of India. The war has brought temporary 
prosperity to the island. She has received 
large payments for her tea, rubber and 
plumbago, and large sums have been spent in 
the island by the Imperial Government. 
Money is plentiful but consumer goods are in 
very short supply with the result that there isa 
very real degree of inflation, and in spite of all 


efforts to control them, prices, especially of 


in which we operate. Moreover, we work on 
food and clothing, are very high. 


much finer margins. This is mainly due to 
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